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With Th\e Editors 


WaLL Street, thirty seconds before 
ten o’clock, Monday morning. Word 
comes up from the floor of the Stock 
Exchange: “Buyers around in Steel 
and Motors.” The gong sounds; 
they open higher on good volume. 
All is evidently right with the world. 

The same scene, an hour later. 
Moderate selling orders have hap- 
pened to strike the market when 
bids were thin. Nerves tighten. 
Something may have happened in 
Cleveland or London or French 
Indo-China. Bad news strikes sud- 
denly, while good news is more 
frequently gradual and cumulative. 
Bids are cancelled and selling gains 
volume on the descent. Big Steel 
has lost three points in half an hour. 

Now here are sound securities los- 
ing four or five per cent of their 
value in an hour, gaining as much 
during a rally. Perhaps we shall 
look back some day and call such 
shifts absurd. What we need to 
steady us through today, however, 





- Protection 


is a sense of underlying probabilities, 
a definite perspective. 

We might recall American Can 
swinging from a low of 38% in 1926 
to a 18444 peak in 1929, back to 
29°% three years later, then up to 
1495 in 1935. Dozens of shorter 
moves confused the picture, but dur- 
ing it all the company earned money 
and paid good dividends. Shall we 
change our opinion of this stock 
because it closes three points higher 
or lower tomorrow? 

After all the rosy dreams and 
nightmares that have swayed the 
business world during these years, 
here is a company doing a comfort- 
able business, its stock representing 
solid earning power. Undoubtedly 
there are both better and worse in- 
vestments at the moment, but it is 
safe to say this: on each of the past 
occasions when the stock appeared 
headed for the cellar, the market was 
wrong; when it outran its prospects, 
correction followed rather quickly. 


The emotions of fear and hope had 
their day, and they will in the fu- 
ture, but they are vagaries around 
the main, slower moving theme of 
actual worth. 

It is surprising to look back and 
see how many stocks have marched 
up the hill and all the way back 
down again. Or how many have 
dropped sickeningly, then inched up 
to former levels. Only a perfect sense 
of timing can protect the security- 
owner from these occurrences. Since 
perfection in timing is an impossible 
standard, even the shrewdest must 
often fall back on the comforting 
fact that the majority of short-term 
moves are very soon cancelled out. 
Call it perspective, or balance, or 
what you will, some armor is needed 
against our own emotions in today’s 
thin markets. The same action in 
the past has brought neither disaster 
nor Utopia. And the probabilities 
are strongly against either such out- 
come this time. 
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Which Industries for 1937-38 Investment? 


Which Will Move Ahead? — Which Decline? — Remain Static? 
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They're raising cabbage 
where cactus once grew 


HIRTY-SEVEN dams— 

almost a billion dollars’ 
worth—newly built or under 
way; one of them alone, Boulder 
Dam, to irrigate an area al- 
most as large as Delaware and 
Rhode Island combined. 

A parched region that could 
support only half a million 
people made fertile enough to 
support many millions. Thou- 
sands of farmers freed from 
the menace of flood. Southern 
California cities receiving a bil- 
lion gallons of water a day and 
enough left over to develop 
1,800,000 horsepower, four 
times as much as Niagara Falls. 

Mighty magic. Where does steel 
come in? 

Six steel ropes, each thicker than a 
man’s wrist, stretch across the canyon, 
supporting a steel cradle, bigger than a 
box car, that carries 200 tons of material 
each trip. This cableway provides a 
permanent means of conveying material 
up and down the thousand-foot canyon 
walls, Weird machines called “Jumbos” 
drilled the 56-foot diversion tunnels 
through solid rock—32 drills to each 
machine. Steel power shovels scooped 
up the rock and soil. 70,000,000 pounds 
of steel went into the dam alone, not 
counting the quantity used in other 
structures such as power houses. Hun- 
dreds of miles of steel pipe were used— 
some of it 30 feet in diameter. 

No small part of this “pioneering” was 
done by men who may never see the 
finished job, men in the United States 
Steel mills and laboratories. Have you 
a pioneering problem in your industry? 
Put it up to United States Steel. 
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AS BROAD AS 


ANOTHER BUDGET PROMISE ... The goal of a bal- 
anced Federal budget is now set by the President for the 
fiscal year beginning July 1, 1939, but the cheers of the 
taxpayers very likely will be withheld. They have seen 
several previous forecasts of this happy event prove pre- 
mature. Moreover, they note that the vast economic 
recovery which we have experienced over the past sev- 
eral years has failed to bring about any significant de- 
cline in Federal spending. This means that a budget 
balance, when and if it comes, will result far more from 
increased tax revenues than from retrenchment. 

The fact that the deficit so far in the 1938 fiscal year 
is only $260,210,000, as compared with $498,213,000 for 
the same period a year ago, is due mainly to larger rev- 
enues, including returns from Social Security taxation. 
Unless the margin between income and outgo is narrowed 
from this point onward, the President’s estimate of a 
deficit of $400,000,000 as of next June 30 is likely to 
prove overly optimistic. The present budget assumes 
that revenues for this fiscal year will exceed those of 
last year by $1,630,000,000, making a total of $6,906,- 
000,000. Even allowing for increasing Social Security 
revenues, it is obvious that this estimate is based on 
the assumption that business conditions will continue to 
improve at something like the rate of the past year. 
Unfortunately, the business picture has changed for 
the worse since the present budget was formulated. 
Even should no serious recession develop, it now appears 
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The Trend of Events 


highly improbable that the rate of expansion in volume 
and earnings over the next nine months will match that 
of the first nine months of 1937. Indeed, an actual 
shrinkage in economic activity over some three to six 
months of the present fiscal year is possible. In that 
event, the President would have to seek higher taxes or 
further postpone the date of a balanced budget. Any 
important increase in taxation will be difficult to nego- 
tiate in a year of Congressional elections; and even a 
moderate business decline would increase the pressure 
for spending. In short, the budget outlook—like most 
things political—-remains uncertain. 


THE NEW DEAL MUST CHOOSE... The great busi- 
ness recovery between March, 1933, and March, 1937, 
came about despite a widespread lack of confidence in 
the policies and methods of the New Deal on the part 
of business men and investors. The combination of Gov- 
ernment-sponsored credit inflation and natural recovery 
forces appeared strong enough to outweigh all else. It 
was the Roosevelt-Eccles theory that at some point 
Federal “reflation” would end and that, with the busi- 
ness pump “primed,” private initiative would carry re- 
covery further, with faster turnover of the ample existing 
bank deposits and more active security financing. 

Yet when “reflation” actually was halted and the 
credit brakes were applied, business and markets became 
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pessimistic and within a few months it became clear that 
$18,000,000,000 of “pump priming” had kept the pump 
going only while the money was being spent. That pri- 
vate initiative is not prepared to move forward confi- 
dently is unmistakably shown by the fact that on every 
side the first question asked today is: “What will the 
Government do to stop the recession and get recovery 
going again?” 

From the start the New Deal has inflated credit 
with one hand; deflated business confidence with the 
other. The weakness inherent in cumulative decline 
of confidence was obscured while the upward trend 
of business lasted, but stands out in stark light when 
forced Federal stimulation is halted. What we need 
at this stage in the economic cycle is palpably an in- 
flation of confidence. If we don’t get it through modi- 
fication of Mr. Roosevelt’s basic hostility toward busi- 
ness and finance, we will stand in ultimate grave danger 
of an inflation of fright, with disastrous final conse- 
quences. We have reached a point where “planned re- 
flation” has lost much of its magic—because it is not 
working according to announced plan—and a shot in the 
arm powerful enough to make people resume speculative 
buying would now do more harm than good. The Presi- 
dent has come to a fork in the road of “planned econ- 
omy.” A choice must be made. The longer it is deferred, 
the longer will needed extension of the expansion cycle 


be deferred. 





OFFSETS TO HIGHER RAIL WAGES... AIl- 
though anything which further raises costs for the 
sorely pressed railroads is hardly a constructive develop- 
ment from the point of view of the security owner, 
nevertheless the agreement over wages which has just 
been made between the roads and the five operating 
brotherhoods might have been a great deal worse. The 
unions have agreed to accept a flat increase of 54 cents 
an hour in contrast to the original demand of a 20 per 
cent increase. To the railroads the compromise means 
a labor bill about $30,000,000 higher than previously 
and when this is added to the wage increase which was 
recently granted to the non-operating employees it means 
that the total labor bill has been lifted roughly $130,- 
000,000 annually. Fortunately, there are certain off- 
setting factors. It is believed that the brotherhoods, 
in exchange for the higher pay they are to receive, agreed 
to withdraw their support from certain proposed legisla- 
tion, such as that which would limit the length of trains 
and thereby greatly increase the carriers’ operating 
costs. Secondly, the Interstate Commerce Commission 
wi.l rule shortly on the roads’ petition for higher rates on 
specific commodities and it is thought that this can 
hardly be denied. Thirdly, in the event of a favorable 
decision in the matter of rates on specific commodities, 
the roads are planning to ask a general increase in rates 
and possibly in passenger fares also. Finally, one must 
not lose sight of the freight movement: there were 840,- 
446 cars of revenue freight loaded in the week ended 
September 25, last. This represented an increase of 
13,881 cars over the previous week and an increase of 


33,203 cars over the corresponding week of 1936; it is 
necessary to go back seven years to find a better show- 
ing. The peak of carloadings for 1937 should be seen 
towards the end of the present month and it may well 


be a total of 860,000 cars. This would be a somewhat 
lower peak than was forecast earlier in the year when it 
was being predicted freely that we were headed for an 
acute shortage of cars this autumn. Even so the move- 
ment of railroad freight is a gratifying offset to some of 
the cloudy parts of the railroad picture. 


BIG BUYING IN PROSPECT .. . According to the 
Department of Labor there were 1,100,000 more workers 
employed at the end of August, 1937, in the manufac- 
turing and non-manufacturing industries which it sur- 
veys than at the end of August, 1936. Weekly payrolls 
over the same period increased more than $64,000,000. 
No comprehensive figures are available for September, 
but it is known that there has been no drastic adverse 
change and hence it would seem that business could still 
count on the sustained purchasing power of the wage 
earner. As for the farmer, the Bureau of Agricultural 
Economics still asserts that the farmers’ total cash in- 
come for 1937 will exceed $9,000,000,000, or roughly 14 
per cent more than in 1936. These two factors taken in 
conjunction one with the other and with the relative 
high level of interest and dividend income foreshadow a 
good fall for manufacturers and distributors of consum- 
ers’ goods of all kinds. 

At the moment the prospect is less rosy for similar 
activity in the purchases by heavy industry. There has 
been a pulling in of horns as mildly recessionary tenden- 
cies are anticipated but a return of confidence plus a 
firming price trend could even convert this buying for 
industry to a resumption of forward ordering. 


EXPORTS SHOULD RISE... This country’s merchan- 
dise exports in August exceeded imports by $32,000,000, 
as compared with a balance of only $2,800,000 in July 
and balance of $14,000,000 in August last year. Thus 
the trend of the first half-year, during which there was 
an excess of imports, has been reversed. The upward 
trend of exports at this season is normal, reflecting 
chiefly the movement of agricultural commodities. For 
the rest of the year exports are likely to exceed imports. 
and it is possible that a slight net balance of exports for 
the year as a whole will be shown, since the import ba!- 
ance for the first eight months was only some $112,000.- 
000. Imports of industrial materials, such as rubber and 
tin, are likely to decline somewhat in volume, reflecting 
the more uncertain domestic business outlook, and are 
also lower in price. The export movement of steel, iron, 
machinery and chemicals is also showing a slackening 
pace, however, as is not surprising in view of the fact 
that foreign business has been made almost as jittery as 
domestic business by the sight of reactionary markets, 
the warfare in the Far East and continued tensions on 
the Continent. But the world must eat, and farm ex- 
ports should increase. 
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BY CHARLES BENEDICT 


WE NEED HAVE NO SUCH FEARS 


_ the past several weeks we have seen security 
prices not only retrace their progress of the current year, 
but cancel all of the gain made in 1936,—and fears 
have been expressed that the market is forecasting an- 
other serious depression in our country. 

This is because the crash in prices came suddenly, 
without apparent cause, and at a time when hopes were 
high. And, as bewildered investors were pondering the 
reasons, business began to pause. With the memory of 
1929 still alive, impulsive diagnosis brought the conclu- 
sion that such a severe sell-off could only mean “in- 
formed” selling in anticipation of another such disaster. 

Nothing could be farther from the truth. 

In the first place business is in no sense over-extended. 

In the second place our banks are not over-extended. 
The granting of credit has been along the most conserva- 
tive lines. 

Finally, investors and speculators are not over-extended. 

No,—the reason for the severe market decline is not 
due to the weakness in our basic economy. The only 
threat to the soundness of 
that base is unreasoning 
fear. 

It was influences beyond 
our shores that started the 
liquidating movement which 
sent our prices tumbling. I 


am not referring to war 
scares, deplorable though 
that foreign situation is. 


The seed of market catas- 
trophe is found in a specu- 
lative boom and collapse in 
London, which for some ob- 
scure reason received little 
recognition even in its most 
obvious stages. Yet it was 
the backwash of the British 
speculative boom which 
started the downswing in 
our own security markets. 

As a matter of fact three 
highly speculative move- 
ments were under way in 
London almost concurrent- 
ly. There was first, the 
heavy speculation in com- 
modities; second, a runaway 
gamble in African’ gold 


Wide World 
Scene of recent frenzied speculation, London Stock 
Exchange on Throgmorton Street. 
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shares and third, the heavy buying of American securi- 
ties, first, at a reduction of 40 per cent when we set 
the price of gold at $35 per ounce, and later, because 
of a world-wide conviction that America, the safest 
haven for funds, was in for a sensational industrial 
prosperity. 

So strongly did this speculative mania take hold in 
Britain that, as in all booms, absurd excesses became 
prevalent. The frenzy was comparable to our situation 
in 1929. The British method of financing speculative 
transactions did not prove to be a safeguard but tended 
rather to greater excesses. 

Under the British system a man of good credit stand- 
ing need not put up any margin, but on the fortnightly 
settlement days he pays the broker the difference be- 
tween the price at which he bought and the current 
price if the market has declined. On the other hand, 
he receives from the broker any profit between his buy- 
ing price and the current market price. Owing to the 
tremendous increase in the amount of business transacted 
on the London Stock Ex- 
change, accelerated by the 
restrictions in our markets, 
credit standing of customers 
was not carefully investi- 
gated, margin requirements 
were relaxed and most fre- 
quently none was demanded. 
When the market collapsed 
and the speculator could not 
or would not meet his ob- 
ligations the “jobber” had 
to assume the responsibility. 
Under the British system 
the broker is only the go- 
between and the jobber is 
the buyer or seller of the 
shares and necessarily must 
have a position in the stocks 
in which he specializes. He 
must always stand ready to 
buy or sell on his quotes to~ 
the broker. Thus when cus- 
tomers failed to make good 
on their commitments, the 
brokers fell back on the job- 
bers and the latter on the 
banks, creating a strained 
(Please turn to page 818) 
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BY A.T. 


‘Wie action of the market over the past fortnight offers 
a basis for hope that the September storm has spent its 
fury and that at least an intermediate turning point is in 
process of formation—but it need hardly be said that the 
. technical evidence thus far falls short of convincing proof. 

The low of September 24 was followed by four con- 
secutive days of rally in the Dow-Jones industrial aver- 
age and this was the most sustained rebound seen in the 
entire downward movement. At this 
writing it has been followed by a mod- 
erate sagging tendency which thus far 
has failed to pick up momentum but 
which will constitute a nearby test of 
considerable significance. Should this 
secondary reaction peter out above the 
low of September 24, we should have the 
makings of a substantially improved 
price trend over coming weeks. 

Another technical straw that is ten- 
tatively encouraging is the fact that at 
present the market as a whole seems 
able to do at least as well as the specu- 
lative leaders which so largely dominate 
the movement of the Dow-Jones idus- 
trial average. This indication is not yet 
positive and is worth close watching, for we can see in 
retrospect that the failure of the July-August rally to 
develop breadth was a warning signal. From the June 
low to the August high the volatile Dow-Jones indus- 
trial average recovered 86 per cent of the March-June 
decline, but the much more representative index of this 
publication, covering 330 stocks, made up only 44 per 
cent of the preceding phase of decline. On the Septem- 
ber decline the broader indexes also went down farther 
than did the Dow-Jones industrial average. Since the 
broadest indexes give the most accurate picture of the 
status of the market, as to supply and demand, any rally 
accompanied by increased number of equities partici- 
pating would be subject to bullish interpretation. 

Two other technical developments are also of hopeful 
interpretation. The rail and utility groups at present 
are no lower than they were three weeks ago. Even 
though it is possible for industrials to move independ- 
ently of these groups, as we have seen during a goodly 
part of the time in recent years, it is difficult for a con- 
fident speculative psychology to be maintained when 
rails and utilities are under persistent liquidation. There- 
fore, cessation of decline in these groups would be nega- 
tively favorable in that a dragging influence would be 
eliminated. In today’s sensitive market, three weeks of 
relative stability in any group is good news. 

Looking beyond the immediate scene. we believe the 
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odds favor a substantial intermediate recovery some- 
time within the next two or three months and that it 
is a reasonable expectation that this should make up at 
least half of the ground lost since mid-August. This 
reasoning appears to us to be justified by three factors: 
First, the probability of some improvement in the busi- 
ness trend as the seasonal factors assert themselves; 
second, the intermediate technical habits of the market; 
third, the fact that we can assume that 
the Administration will lend every pos- 
sible help, its attitude being the reverse 
of that when it was fighting the rise 
early this year. 

The current trend of business is down- 
ward, although at a gradual pace which 
appears out of all proportion to the 
great decline in the stock market. In 
part, however, this discrepancy is ac- 
counted for by the realization that 
shrinkage in profits of many corpora- 
tions in any period of receding volume 
may also be out of proportion to the 
percentage decline in activity. It is un- 
deniable that handsome industrial prof- 
its during the first three quarters of this 
year were made possible only by strongly rising volume 
and by ability to get higher prices for finished goods. Now 
that volume is ebbing and the emphasis has turned away 
from price-raising, the possible effects of radically higher 
labor costs upon profit margins are giving thoughtful in- 
vestors as much cause for concern as the question of how 
far the business recession will go and how long it will last. 

That question cannot now be answered, but it may 
be observed that even in an extended business decline 
—as in the stock market—the movement is never all 
one way. Whatever the forepart of 1938 may hold for 
business, the chances are that additional recession over 
the near future—already discounted substantially or 
completely by the stock market—will be followed by 
at least an intermediate reversal of trend if not by some- 
thing better. The seasonal influence, especially in the 
automobile industry and in many consumption goods, 
can be counted on to work in that direction. Examina- 
tion of the business chart will show that intermediate 
rebounds in industrial activity occurred in some part of 
the winters of 1923-1924, 1927-1928, 1929-1930, 1930- 
1931, 1933-1934 and 1934-1935. Even in the great 1929- 
1932 deflation, the seasonal habit in business trend 
around the turn of the years was maintained with a 
high degree of consistency. 

The stock market’s habit of rallying sometime in the 
fourth quarter, even under fundamentally adverse busi- 
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The present technical indications and business probabilities 
favor a substantial intermediate recovery getting under way 
in the fourth quarter, with an even chance of starting this 
month. Thereafter re-appraisal of the position will be in order. 


ness conditions, is also sufficiently well established to 
afford some encouragement in the present setting. Thus, 
from November, 1929, to the early spring of 1930 the 
market, as measured by the Dow-Jones industrial aver- 
age, made up more than half of the terrific smash experi- 
enced between September 3 and November 13. It may 
be noted that from the high of last March to the recent 
low the index of THe Macazine oF WALL Street de- 
clined approximately 41 per cent, while in the 1929 
crash the same index declined only 39 per cent. One 
may be pardoned for the passing, and ironical, observa- 
tion that the New Deal “investment” market is thus 
proven to be just as unstable as the Old Deal market 
ever was—but our point of present significance is that 
if the market could stage a handsome rebound from the 
shock of 1929, it would seem a reasonably good bet that 
with a basically better business picture than existed in 
the closing months of 1929 it should be able to do at 
least as well in the present instance. 

Now as for what the Administration and its money- 
managers will do—we do not know, and probably they 
do not themselves know. But it was the attitude of the 
Administration, as much as any specific thing it did, 
that sent stock and commodity prices downward last 


spring; and that its attitude toward both stock and com- 
modity markets has now switched—from necessity—to 
the side of reflation is a certainty. There can be no other 
meaning in its recent credit moves, including the dester- 
ilization of $300,000,000 of gold, reflationary Federal 
Reserve open market operations and a broadening of 
the classes of paper eligible for rediscounting at the Re- 
serve Banks. If these moves do not prove effective 
others will assuredly be made, for the New Deal bag is 
still full of possible credit maneuvers. 

What should investment and speculative policy be? 
We would liquidate no sound investment position at 
present levels. We would place a portion of available 
investment funds in stocks of companies which are 
largely immune to shrinking profits in a period of busi- 
ness recession—stocks of a type analyzed in following 
pages of this and future issues of this publication—and 
we would resolve to appraise longer commitments again 
when the market has made up a normal intermediate 
proportion of its recent decline, which would be from 
a third to a half at a minimum. For intermediate specu- 
lation, we favor leader-type industrials, with purchases 
to be made if the market succeeds in holding above 
former lows during the first week or ten days of October. 
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Expansion Cycle Is Not Ended 


Great Potentialities Exist But Timing and Scope 


of Next Advance Depend on Political Factors 


BY JOHN D. C. WELDON 


A WAVE of fear and misgiving has 
swept over many investors and 
many business men. Despite the 
efforts of the Government to stabil- 
ize values, they have seen security 
and commodity prices melt away 
in recent months more seriously 
than at any time since the New 
Deal ended the great 1929-1933 de- 
flation. They have seen business 
morale crumble and they see the 
tangible beginnings of some kind of 
a business recession. 

It is not surprising that on every 
hand one finds men and women 
wondering whether we are headed 
for another depression, and asking 
whether something on the order of J. S. Wyler Photo 
that disastrous 1929-1932 bear 
market is to sweep over us again. The memory of the 
1929 crash and the aftermath of relentless credit and 
business deflation is still fresh and painfully vivid. That 
was the most gigantic financial and business collapse of 
modern history. It happened but yesterday. 

Now we propose in this analysis to prove that in point 
of vulnerability our position today is infinitely stronger 
than it was in 1929; and that in point of potentiality for 
economic progress it is likewise far stronger than at the 
crest of the last boom. We shall do so by factual com- 
parison of the two periods as to all important elements 
of strength or weakness—but let us begin by noting a 
most significant psychological difference between today’s 
setting and that of 1929. 

The psychology of 1929 was overwhelmingly opti- 
mistic. Few could see a cloud in the sky. The talk was 
mainly of a “New Era” of permanent good times. Panic 
struck like a bolt from the blue, yet illusion was slow 
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to die. The situation, everybody 
said, was “fundamentally sound.” 
We were seeing but a reaction. All 
of the favorable factors were em- 
phasized; and the unfavorable were 
unseen. 

Today the prevailing psychology 
is one of doubt, uncertainty —a 
questioning attitude. Everybody 
can clearly see numerous clouds in 
the sky. Men are cautious. They 
were “caught” in the 1929 debacle 
and don’t propose to let themselves 
be found out “on the limb” again. 

This difference in attitude of 
itself constitutes a valid reason for 
confidence in our present position. 
Mass hopes and mass fears are 
almost invariably founded on illu- 
sion, rather than reality. The dangers that everybody 
talks about seldom eventuate; and neither do the vistas 
of endless prosperity. When optimism has a bigger man- 
date than even Mr. Roosevelt received in the last elec- 
tion, we over-estimate the future and over-expand. Today 
business men—and bankers and investors and that con- 
venient stooge of the cartoonists, “Mr. Average Citi- 
zen”’—are blinded neither by the dazzling hopes of 1929 
nor the black despair of 1932 and early 1933. By and 
large—although hesitant, doubtful, cautious—men have 
their feet on the ground. They are striving to examine 
both sides of the picture, to weigh potentialities and risks 
with increased care, to proceed in their affairs with 
prudence. This is not the psychology of which panic 
and depression are born. It prevails not only at present 
but has prevailed for the greater part of the time since 
1932; and the deviation from it toward the side of over- 
estimation during the second half of last year and the 
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first two months of this year was insufficient, both in 
scope and duration, to set up major weaknesses in the 
foundations of the business structure. 

Turning now to factual comparison of the present 
position with that in the last disastrous boom, we start 
with the valid premise that the two dominant factors in 
a rising business cycle are credit expansion and increas- 
ing production of durable goods; and that, conversely, 
the heart of depression is credit deflation and slump in 
production of durable goods. For practical purposes, as 
in the case of the chicken and the egg, it matters not 
which comes first. 


Expansion of Facilities 


Few people have any conception of the enormous 
expansion of capital facilities and financial commitments 
during the war and post-war periods. The war, as always, 
brought a great inflation of producing facilities, profits 
and prices, while at the same time repressing the basic 
activity of residential construction. The 1920-1921 de- 
pression represented essentially an adjustment of war- 
time prices, and with that painful correction completed 
in a relatively brief time, the conditions prevailing were 
such as to foster further expansion of production, facili- 
ties and credit, with the increasingly inflationary char- 
acter of the movement in its later phases being generally 
unrecognized because commodity prices were stable. 
There was a big shortage in domestic construction to be 
made up. The young automobile industry blossomed 
forth in full flower as a major contribution to economic 
activity. With consumption of electricity in dynamic 
growth, the utility industry was spending billions for 
expansion of facilities. Europe, after four years of con- 
centration on turning out non-productive armaments, 
desperately needed the goods of peace and reconstruc- 
tion. We went after that business and loaned the credit 
which financed it. Moreover, we had at that time a pro- 
business Government, and, although occasional mild 
sallies into credit control were made, its policy on the 
whole was expansionist until it was too late to apply 
effective brakes without hastening the inevitable crash. 

In retrospect, it is not surprising that the windfall 
of war profits and such sound and desirable develop- 
ments as expansion in needed construction, in the motor 
industry and in utilities—plus the illusion of a profitable 
export business—should create a prosperity and a spirit 
of optimism out of which eventually would come over- 
expansion and over-speculation. 

Some idea of the expansion of financial commitments 
during the post-war period can be had from the fact that 
new capital financing by corporations between 1919 and 
1929 amounted to the staggering sum of $43,823,000,000, 
while the total for the years 1922-1929 came to $36,928,- 
000,000. Not all of this went into the expansion of 
producing facilities. An amount which cannot be esti- 
mated, but which certainly was huge, represented a 
security price inflation, pure and simple, as corporations 
bought out other corporations at ever rising quotations. 
Nevertheless, with the Goverment rapidly paying off its 
war debt, with private re-investment of the funds thus 
received, and with investment of rising savings and 
profits, there began a powerful inflation in security prices 
which fed upon itself, eventually lost sight of the solid 
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factors which started it and transformed itself into a 
tremendous credit inflation resting largely on speculative 
values. 

Only a few statistical highlights of that period need 
be sketched. In the five years 1925-1929 industrial and 
commercial construction totalled $6,768,000,000 in the 
thirty-seven states covered by the F. W. Dodge reports. 
Residential construction—including hotels and apart- 
ment buildings, some of which were financed by securi- 
ties issuance—totalled $12,696,000,000. The total for all 
kinds of building, 1925-1929, came to $31,049,000,000 and, 
if we include 1922-1923-1924, exceeded $43,000,000,000. 

Over the four years 1926-1929 brokers’ loans, as com- 
piled by the New York Stock Exchange, went from a 
low of $2,769,000,000 to a peak of $8,549,000,000. There 
was a similar inflation of bank loans on security col- 
lateral, as partly reflected in rise of security loans by 
member banks of the Reserve System from low of 
$3,641,000,000 in 1922 to high of $8,249,000,000 in 1929. 
Inclusion of data from non-member banks would sub- 
stantially increase such total. 

Value of stocks listed on the New York Stock Ex- 
change increased from $33,430,000,000 at the start of 
1926 to $89,670,000,000 at the 1929 high, an advance of 
$56,240,000,000. The entire period was one of great 
expansion in corporate funded debt and in the mortgage 
debt on real estate. While reliable statistics on this debt 
expansion are not available, it may be noted as one 
sample that during the last six years of the boom value 
of all bonds on the New York Stock Exchange increased 
about $13,000,000,000 and that the major part of this 
represented debt expansion, since there was no major 
change in the bond price level over those years. 


Investment Yields 


At the crest of the boom current dividend yields on 
most of the best grade common stocks were around 2 per 
cent or less, while one could lend funds in the call loan 
market with perfect safety at rates averaging 7.5 per cent 
for the year 1929 and could buy the highest grade bonds 
for a yield of 3.6 per cent. No anomaly of the entire 
period was more significant than the remarkable dis- 
crepancy between low current return on stocks and high 
money market rate, especially for short-term funds. 

In contrast, let us note the comparable highlights of 
the recovery that we have had since the spring of 1933. 
Over this period to date, new corporate financing—ex- 
cluding refunding—has amounted only to $2,860,000,000. 
Industrial and commercial building has totalled only 
$1,706,000,000; residential construction only $2,375,000,- 
000; and total construction—including emergency Fed- 
eral projects—only $9,122,000,000. 

Brokers’ loans at this year’s high were only $1,187,- 
000,000, most of the increase having been experienced 
in 1933 and the advance since the end of 1933 having 
been only $342,000,000. From March, 1933, to date, 
loans of member banks on securities have had a net de- 
cline of nearly $600,000,000. From bottom up to high 
of this year, increase in total value of all stocks on the 
New York Stock Exchange was more than $40,000,000,- 
000, but it must be remembered that a good part of this 
represented the rebound from panic prices. If we take 
as a base of comparison the average values of the de- 
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pression years 1932-1933, the maximum increase in values 
of all stocks was around $36,000,000,000; and the net 
increase, at recent lowest prices, from average of 1932- 
1933, is less than $16,000,000,000. 

Even though we lack precise data on debt expansion, 
total of corporate and real estate mortgage debt has 
declined somewhat in the present recovery cycle, due to 
refunding, reorganizations, foreclosures, etc. And the 
burden of carrying charges has also been reduced. Urban 
mortgage debt is estimated to have declined by more 
than $3,000,000,000 from the boom high or some 16 per 
cent. Government estimates place the decline in farm 
mortgage debt since 1930 at 17 per cent, with 7 per cent 
fewer farms under mortgage, and with the 1936 interest 
burden 43 per cent lower than in 1929. While there has 
been a huge increase in the value of listed bonds on the 
New York Stock Exchange since 1933, this has been a 
price phenomenon ratlier than an expansion of debt, the 
change reflecting decline of interest rates to record low 
and abnormally high bond prices. 

Finally, the all-important factor of relation between 
dividend yields and prevailing interest rates is today as 
strongly in favor of a bull market for equities as it was 
against a continuing bull market in 1929. Call money 
is 1 per cent. Reasonably assured yields of 4 to 6 per 
cent can be had on many sound stocks. 

Summarizing the more important contrasts between 
the last boom and the present recovery to date, we get 
the following picture: 

Then, $36,928,000,000 corporate financing; now, $2,- 
860,000,000. 

Then, $6,768,000,000 industrial and commercial build- 
ing; now, $1,706,000,000. 

Then, total construction more than $31,000,000,000; 
now, only $9,122,000,000. 

Then, brokers’ loans increased $5,780,000,000; now, in- 
crease $780,000,000. 

Then, bank security loans increased more than $4,- 
600,000; now, lower than 1932. 

Then, stock values up $56,000,000,000; now, up about 
$16,000,000,000 from 1932-1933 average level. 

Then, mortgage debt up many billions; now, debt total 
and carrying charges down. 

Then, dividend yield low, interest rates high; now, divi- 
dend yield high, interest rates low. 

Footing up the data herein assembled, we do not see 
how any rational mind can do other than conclude that 
the position in 1929 was extremely vulnerable under the 
surface, while the position today—to use a much abused 
term—is “fundamentally sound,” although it needs some 
bolstering here and there, as we shall see. 

An idea of the enormous potentialities of economic 
expansion, following termination of the present interlude 
of adjustment, can be had from examination of the 
charts of production of durable and consumption goods 
accompanying this article. It will be noted that, with 
allowance for growth of population, output of consump- 
tion goods at the peak of recovery to date had got back 
virtually to the 1923-1925 average; and that output of 
durable goods at its recent best level was only mod- 

erately under the same base period. But such compari- 
son is utterly misleading, for the more pertinent fact is 
that the total production of both consumption and 
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far less than that for the 1923-1925 period and still more 
deficient as compared with 1926-1929. 

Without any allowance for the long-term rise in living 
standards to which we have heretofore been accustomed, 
the fact is that we still have to make up enormous de- 
pression losses in production and in the national income. 
In construction alone there are potentialities for a pros- 
perity-making expansion; and second only to this are 
the potentialities in railroad and industrial equipment, 
electrical equipment, farm machinery and household 
apparatus. We could work at capacity for years without 
saturating the markets, so far as the need of and desire 
for goods of all kinds are concerned—but potential de- 
mand and effective demand are two different things, and 
this brings us to some weak spots in our present position. 

It can be said truthfully that we have a record high 
volume of bank deposits and that, however unpleasant 
may be the fact that this result has been brought about 
largely by expansion of the Government’s debt, on the 
whole this enormous total of bank money rests upon a 
sounder foundation than it did in the last boom, when 
so much of the credit expansion rested on speculative 
values, as well as upon a much smaller gold base than at 
present—but the significant thing is that the use of these 
deposits—their velocity of circulation—remains virtually 
at a depression low. In a nutshell, the New Deal has 
spent $18,000,000,000 in “pump-priming,” without effect- 
ing an enduring transition from Federal credit stimula- 
tion to private credit initiative; and right now, facing 
threat of business reaction running into 1938, Washing- 
ton “planners” are madly searching for new stimulants. 

The money managers and their chief in the White 
House are armed with more control gadgets than ever 
before. Impressed by the very number of these controls, 
they seem to be supremely confident that they can push 
this or that button and make business and the markets 
dance to their tune. Credit management, however, is an 
art and not an exact science; and the results depend far 
more on the wisdom with which controls are used than 
in their number or theoretical power. The intangible 
factor of confidence in the business and financial world is 
of the utmost importance. 

The Government was more effective last March in 
stopping what appeared to be an incipient boom than it 
has thus far been in controlling the reaction. The reason 
for this seems obvious. When the President warned 
against rising prices and the Reserve Board boosted re- 
serve requirements, lack of confidence in New Deal 
policies helped to attain the desired objectives and, in- 
deed, accelerated the deflationary trend more than the 
Government had expected. Conversely, lack of confi- 
dence is now a serious drag upon the reflationary money 
moves that have been resumed, with the result that the 
desterilization of $300,000,000 of gold and the reduction 
of rediscount rates have not had the desired beneficial 
effects upon the markets and upon investment and busi- 
ness sentiment. 

Efforts to control both the intermediate and longer 
business cycle through credit management were none too 
successful between 1923 and 1929, even though through- 
out that period we had a pro-business government at 
Washington. We now havea (Please turn to page 815) 
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How much actual re-distribution of the 
/ national income has taken place with four 


years of effort and the expenditure of 


eighteen billion dollars? 


For Every Man a Pittanee 


BY RAY TUCKER 


Tix most amazing and depressing fact confronting the 
student of redistribution of income under the New 
Deal dispensation—and disbursements—is the terrific 
dearth of statistics. In view of President Roosevelt’s 
reiteration of the problem’s importance, and his prom- 
ulgation of the doctrine that only through siphoning 
wealth from the coupon clippers to the proletariat can 
future panics be prevented, his apparent indifference to 
the subject is appalling and revelatory. 

His statisticians can enlighten you on the gestation 
cycle of hogs; they can forecast within a few thousand 
bushels the corn crop for next year; they can enumerate 
the number of Morgenthau millionaires as revealed in 
preliminary 1937 income tax statistics. But they shrug 
their shoulders when you try to ascertain the changed 
direction which the Administration’s expenditure of 
$18,000,000,000 in four years has given to the golden 
stream which we call money. They don’t know, and 
so far they have made only a few, feeble and sporadic 
efforts to find out. 

But every worth-while economist in the government 
service, as well as more disinterested students at Wash- 
ington, concedes that there has been hardly a nickel’s 
worth of radical and permanent redistribution of the 
nation’s income up to now. Though they grant that cer- 
tain legislative and taxation measures designed to shift 
the flow of funds may not operate fully for some years, 
they see no evidence that the problem so fundamental 
to the President’s oft-expressed theory of domestic econ- 
omy has been attacked or even approached. 

Preliminary data on the distribution of national in- 
come for 1937, which will approximate $70,000,000,000, 
reveals that the underprivileged as well as farm and 
industrial producers have not received the amounts 
which they got before the depression—before the New 
Deal—with the possible exception of those who went 
on straight relief. They also disclose that dividends have 
reached substantially the same percentage levels, though 
lower in volume, which they touched in 1929. In other 
words, the rich remain about as rich, and the poor still 
remain poor. Human nature appears to be almost as 
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stubborn as those who would reform it through legis- 
lation, proclamation and taxation. 

To divert the flow of income temporarily is one thing 
—and to a certain degree the New Deal’s AA A, WPA, 
PWA and HOLC subsidies have indirectly changed 
the channel. But to make the diversion permanent is 
an altogether different and more difficult matter. The 
billions which have been paid out in the form of higher 
wages, farm and relief subsidies, grants and forced divi- 
dends return—and always will—almost automatically to 
the “economic royalists” supposed to be financing these 
crusades for the forlorn and forgotten. 

This is not to say that the $18,000,000,000 expendi- 
ture, whether too much or too little, did not serve a 
useful purpose. It preserved human and material values 
until the economic machine could begin to function 
again. It may have staved off a social or political revo- 
lution that would have resulted in a real redistribution 
of wealth and the means for creating it. It did save 
millions of human beings from suicide, despair, hunger 
and distrust with democratic processes of government. 
But to suggest that it revised or revitalized the incidence 
of production or distribution of wealth or goods means 
that Mother Goose is rhyming again. It was simply 
human insurance. 

Mr. Roosevelt must know it. A few years ago, when 
Eugene Grace of Bethlehem Steel urged through an 
intermediary that the President let up on private busi- 
ness and industry, Mr. Roosevelt’s reply was: “Tell 
Gene that he will never make a million dollars again!” 
His secretaries have frequently relayed his prediction 
that the day when a single individual can pocket a mil- 
lion for a year’s work will soon vanish. Yet the prelimi- 
nary 1937 income tax reports forecast that the United 
States, for the first time since 1930, may again boast 
more than 100 millionaires. 

Ironically, at the other extreme there are almost as 
many people clamoring for direct or indirect govern- 
ment subsidies as there were in 1933—and getting them. 
They represent, to a great extent, the people who never 
did—or could—work and save regularly, but who now 
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feel that they are a legitimate charge on their fellow- 
men. It’s true that millions once dependent upon the 
government have returned to their machines, but they 
have gone back to work furnished by private business 
and industry. Like Mr. Grace, they’re doing fairly well, 
but you can’t persuade them they’re again rolling in 
Coolidge clover. You see, the per capita income of all 
employees in 1936 was only $1,244, as against $1,450 
in 1929. 

Other statistics disclose that labor is still awaiting the 
economic millennium. In 1929 labor’s percentage of 
national income paid out was 65.5. Last year, 1936, it 
was 66.5 per cent and will probably hold that propor- 
tion in 1937. It will, of course, be much smaller in vol- 
ume. The working man has benefited slightly when the 
cost of living charts are taken into consideration. His 
average dollar income for 1936 was 14 per cent less than 
in 1929, but his purchases took 18 per cent less out of 
his pay envelope. Recent increases in living costs, and 
those expected within the next few months—rents, food, 
clothing—will undoubtedly wipe out even this advantage. 

Moreover, skilled workers enjoyed the largest benefits 
from the upward trend in payrolls. The increases fell 
mainly to the aristocracy of labor, not to the rank and 
file. Mr. Roosevelt must be given indirect credit for 
these advances, in view of the fact that his industrial 
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policies have tended to improve labor’s bargaining 
power. But when it is recalled that the CIO and AF 
of L membership combined numbers only 6,000,000 
people, it becomes evident that the improvement in 
the workers’ lot has been strictly limited. 

Millions of the unskilled, of clerical workers, of farm 
hands, of domestics and of those who service society 
have not profited at all. On the contrary, they have 
been forced to pay out more dollars as their tribute to 
Lewis-Green cohorts. This limitation of the masses’ 
purchasing power naturally reduces the general demand 
for goods—an incipient buyers’ strike is already discern- 
ible—and eventually may restrict the market for the 
products of the 6,000,000 and allied beneficiaries. 

Thus, instead of making for a diffusion of wealth— 
of purchasing power—among the millions of industrial 
producers, the New Deal may concentrate it among a 
comparatively small and selected circle of workers. 
That’s a consideration which the Lord and Lady Boun- 
tifuls blithely ignored. 

As their cry for new, national subsidies reveals, the 
farmers have not yet garnered the promised crumbs of 
Croesus. Agriculture’s cash income from marketings in 
1937 will probably total about $9,000,000,000, which in- 
cludes $475,000,000 from AAA payments. It was 
$10,479,000,000 in 1929. Indeed, with 1924-1929 as 100 
(and those were not relatively prosperous years for agri- 
culture), the farmers’ cash income was only 75 per cent 
in 1936. It should touch 89 in 1937, although it would 
be only 84 if government subsidies were excluded. Those 
figures surely reflect no great and permanent gain for 
the growers; they have simply been carried up a steep 
hill. Moreover, Henry Wallace’s farm income expert 
adds still another note of warning: 

“In comparing the pur- (Please turn to page 817) 














Roosevelt returns from the West convinced that the 
voters are with him, if he needed any convincing; deter- 
mined to drive ahead with the second New Deal from 
the point where Congress left it; defending his concep- 
tion of democracy as government doing more things for 
more people; defying and ridiculing his critics; serving 
notice he demands passage of his regional resources au- 
thority bill to cheapen electricity not for industry but 
for householders. 


Court issue will take different form in next Congress 
with many who opposed packing plan attempting to 
show their liberalism by proposing amendment to curb 
Supreme Court powers in some way. Trouble is they 
can’t agree on the method. Roosevelt still thinks his 
“new blood” scheme is good and opponents think best 





WASHINGTON SEES 
Roosevelt return full of vim. vigor and 
vitality. 
Supreme Court’s supremacy now threatened 
by those who defeated packing plan. 


SEC pursuing a vigorous course toward 
further regulation of corporate finance. 


Labor politicians seeking control of local 
Democratic organizations as basis for later 
drive for power. 

Administration trying desperately to im- 
prove its budget picture. 

Anti-trust policy of administration nearing 
critical point. 


Farmer subsidies likely to be permanent. 


Business man showing up bureaucrats on 
job census plans. 
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way to prevent its eventual adoption is to put through 
a substitute. 


SEC Chairman Douglas will keep that commission 
alert, aggressive, progressive; not overly sympathetic 
with Wall Street traders but not unduly narrow or puni- 
tive. He considers S E C’s job of cleaning up and polic- 
ing corporate finance only started, and commission will 
make further use of its present powers and actively seek 
more through bills pending and to be proposed. 


Revenue Bureau revamping is part of Undersecretary 
Magill’s plans for speeding up administration of tax 
laws but was hastened by Congressional criticisms of 
tax audit delays and by Treasury’s need to collect delin- 
quencies promptly and cut expense of long litigation. 
If successful it will aid business by shortening period 
during which tax returns are subject to reopening and 
adjustment. 


Tax revision plans of Treasury Dept. are virtually com- 
pleted, now being studied by a few outside advisors. 
Details closely guarded, but likely include moderate eas- 
ing of corporate profits surtax to aid firms in debt or 
with obsolete plants. Administration will insist on reten- 
tion of principle and major provisions of this tax. Con- 
gressional attacks on this and capital gains tax probably 
will not be successful. Income tax base may be broad- 
ened and exemptions reduced but high bracket rates 
probably will not be raised and no novel taxes are ex- 
pected; but many important administrative changes will 
be sought to squeeze more funds from business. 


U. S.-British tax conversations included not only possi- 
bilities of reciprocal taxation of foreign investments but 
ways by which U. S. officials can check on American 
investments and holding companies in Britain and pos- 
sessions. Tax on hot money or fugitive capital would 
require Congressional action and also probably treaties 
since State Dept. refuses to let Treasury consider any 
controls on international capital movements which might 
interfere with good neighbor policy. 


Silver problem arises Dec. 31 with termination of Lon- 
don five-party purchase treaty, but President apparently 
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has authority to continue U.S. purchase policy and price 
even if treaty is not renewed. And despite economists’ 
jibes at its futility, the purchase program is expected to 
be continued because it has always proved good politics 
to “do something” for silver. 


Oil anti-trust case opening in Madison, Wis.. for a pos- 
sible three-month run is probably largest and most im- 
portant ever brought under Sherman act, involving 
gasoline price stabilization plan started under NRA 
code and continued thereafter. Government success will 
mean blow to all voluntary attempts at business stabili- 
zation; government defeat may bring Administration 
announcement that anti-trust laws are unenforceable and 
should be replaced. 


Trust law policy of Administration is still undecided, 
despite Roosevelt’s promise to start commission study- 
ing. Could take one of three routes: Literal enforcement 
of present laws, supplemented by new “teeth,” to force 
unlimited and ruthless competition; sanction for busi- 
ness-drafted codes of fair competition; government con- 
trol of business similar to Guffey coal act. Roosevelt 
and his closest advisors personally lean toward the last. 
..8 Officials concerned with business practices have been 
trying for two years to swing him toward the second 
course but have met almost no encouragement. 


Census marvel is being undertaken by John D. Biggers, 
Toledo industrialist, heading voluntary registration of 
unemployed when government experts said it couldn't 
be done. He startled Washington by: refusing a salary. 
not setting up a new bureau, utilizing existing agencies. 
not hiring new employees, promising to spend far less 
than appropriated, and proposing to finish the job long 
before the deadline set by Congress. His demands for 
action, speed and agreement forced cooperating officials 
to burn much midnight oil and gave them a taste of con- 
trast between business and government methods. 


War studies are being made intensively by many Fed- 
eral departments in preparation for possible invoking of 
neutrality law and future action of U. S. if Far East 
conflict gets worse. Military, diplomatic, shipping, finan- 
cial, and trade experts are actively getting prepared for 
any development; commodities classifiable as munitions 
or essentials of war are being listed for possible export 
embargoes. Outwardly Washington is calm and de- 
tached; inwardly it is tensely alive to the international 
situation. 


Deficit prospects, exceeding Roosevelt's $418,000,000 
April estimate, delayed issuance of mid-year budget sur- 
vey. Private estimators now forecast the 1938-39 deficit 
at twice that figure at least. Fearing adverse reaction 
to such revelation, Treasury is waiting for business up- 
turn to boost tax receipts and lower relief expenditures, 
recasting yield of loophole tax laws, searching for size- 
able economies in government operation. Budget inter- 
est of fiscal officials has turned from academic concern 
to critical worry, which explains Roosevelt’s several re- 
cent off-hand assurances that the budget will be balanced 
“soon.” Several more depression-born activities may 
follow National Emergency Council into oblivion and 
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John D. Biggers, who startled Washington with his efficient and 
economical plans for taking census of unemployed. 


other agencies will be subjected to severe pressure to 
spend less. but real economy fight will be in next 


Congress. 


Pump-priming efforts officially end with termination of 
new P W A financing of heavy construction but its cham- 
pions in Congress promise a fight for resumption in a 
big way, preparing to forecast dire business consequences 
if relief outlays are seriously curtailed. But President 
seems to be set against such activities beyond what he 
calls normal government construction work. 


R P M—resale price maintenance or revolutions per min- 
ute; the terms are virtually synonymous just now as 
manufacturers, retailers and anti-trust enforcers are run- 
ning around in circles under the new Tydings act. In 
some lines retailers are coming dangerously near collu- 
sion in inducing manufacturers to use the law. Manu- 
facturers hesitate, not knowing what competitors will 
do, and the law prevents them from getting together. 
Federal Trade Com. is watching closely, pondering such 
questions as: when are goods in open competition, as 
required by the law? Is a copyrighted novel, a secret- 
formula drug or toilet preparation. in competition with 
anything? 


Robinson-Patman act enforcement will be pushed as 
vigorously as FTC funds permit. While apparently 


concentrating on hidden brokerage prohibition, a spe- 
cific provision relatively easy of enforeement, commis- 
sion is building up several more important quantity 
discount cases, indicating that its dismissal of earlier 
complaints of this nature do not mean that the law 
is ineffective. 


(Please turn to page 818) 
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New Teehnieal Factors 
in Today's Markets 


; confusion prevailing over 
present thin and apparently topsy- 
turvy markets brings to mind a 
story which seems to apply. A boy 
took a correspondence course in swimming, finishing 
with a diploma designed to give the possessor unlimited 
confidence in his own buoyancy. When he showed his 
credentials to his gang, they rus!ied him to the water 
and threw him in, clothes and all. After coming close to 
drowning he was pried off the bottom, and dragged to 
shore. The first words to follow the water out of him 
were: “No wonder I couldn’t swim. I learned on my 
stomach and you fellows threw me in upside down.” 

A good may experienced traders and investors are in 
the same position today—upside down. Past methods 
of interpreting market action and former technique, 
however successful in earlier times, are of necessity sub- 
jected to drastic overhauling. The regulated markets 
of today have different characteristics, either on the 
-upside or down, than those of a short time ago. 

Of course the outstanding change that has come over 
the market is in its thinness—its extreme sensitivity un- 
der which broad price changes occur on abnormally 
small volume. It is this thinness which is the principal 
source of the difficulty being experienced by the trader 
and even the investor. 
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BY JOHN DURAND 


Instead of normal steps of an 
eighth of a point in the advance or 
recession of leading issues on broad 
volume, they see Big Steel swing- 
ing five points on a few thousand shares. American Can 
was quoted 9214 bid, offered at 94, at the close on Mon- 
day, September 13th. It opened next morning with 200 
shares at 9514, followed by 200 more at 100. Atlantic 
Coast Line had a range for the year up to September 
4th of 551% high, 4214 low. On the next trading day it 
closed at 39, with stock offered there and the bid at 30. 
To pick an example in a relatively inactive issue, Lehigh 
Portland Cement convertible preferred was quoted 106- 
170, indicating approximately 60 per cent difference of 
opinion between buyer and seller. Note even the wide 
spreads appearing on those fragments of the tape which 
appear in the accompanying illustration. Considering 
the radical change in the character of the market, it is 
little wonder that those who learned under different 
conditions are floundering badly. 

Many hours of study and thousands of words have 
been devoted to fixing the blame for the situation with 
intense efforts made to name the scape-goat. There al- 
ways must be a goat when anything happens to Wall 
Street. Little effort has been made, however, to look at the 
situation objectively and to formulate plans for operat- 
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ing under prevailing conditions. The New York Stock 
Exchange has coyly placed the child in the lap of the 
S. E. C., and its case has been strengthened (on the 
surface) by the timing of its leader’s warning of several 
weeks ago against the dangers of market illiquidity, and 
to a degree by the reply of the chairman of the S. E. C. 
Shortly after this statement by President Gay of the New 
York Stock Exchange, the market had a severe break 
with its thin character demonstrated at its worst. 

It was expected that the valedictory remarks of James 
E. Landis, retiring S. E. C. Chairman, would answer Mr. 
Gay’s objections, but in our view they fell considerably 
short of doing so. It would not have been difficult for 
Mr. Landis to prove that market regulation is but one 
of the many factors that have brought about the thin- 
ness. He was entirely correct in arguing that some re- 
striction of speculation is desirable, but his statement 
that odd lot buyers provide a cushion in falling markets 
bordered on the ridiculous as all odd lot trading, buying 
and selling, averages only about 15 per cent of the total 
volume of shares. 


Normal Cushions Lacking 


The cushioning effect of odd lot support during a pe- 
riod of heavy liquidation is about as forceful as a dam 
made up of one lone sand bag facing an angry torrent 
of water suddenly broken loose. 

The normal cushion of a market is to be found in the 
operations of insiders, corporate officials, banking spon- 
sors; the normal functioning of specialists and the opera- 
tions of short sellers. 

Insiders, knowing the position of their company better 
than any others, used to be sellers when price rises far 
exceeded values justified by conditions, or buyers in the 
event of unwarranted decline. Today they dare not 
operate in their own stock for fear of being charged with 
manipulation. 

The specialist has a definite function in providing 
an orderly market at all times. In fact, he is obligated 
under threat of having his book closed to take stock for 
his own account on severe declines, or to sell on gaps in 
a wildly rising market. He is forbidden to effect trades 
unless “reasonably necessary to permit” him “to main- 
tain a fair and orderly market,” and the burden of proof 
at all times is on the specialist. Specifically he must 
not make purchases, for his own account, above the last 
sale price; must not purchase, for his own account, “sub- 
stantially” all the stock offered on his books at the last 
sale price; and must not supply, from his own account, 
all the stock bid for at such prices. 

Recently this burden has been well nigh impossible 
in view of the exaggerated spreads which have developed 
in many stocks, and the restrictions placed on the op- 
erations of the specialist, which a corporate lawyer 
would have difficulty in interpreting. 

Let us consider the specialist’s book in a well known 
and relatively active stock. The book recently had 
orders to buy three one hundred share lots at 38, 39 and 
40 while there were orders for the sale of four one hun- 
dred share lots at 43, 44, 45 and 46. The book would 
be “cleaned” by a 500-share order on either side, but the 
specialist is obliged to maintain an orderly market and 
must now either buy or sell the stock for his own ac- 
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count to prevent prices from jumping too widely. In 
view of the recent markets the specialist would likely 
be only too glad to offer his own stock for sale, but ad- 
ditional support on his part would only increase his long 
position and his paper loss. 

In addition the specialist must operate under the 
same margin requirements as anyone else. In a word, 
the specialist would appear to be in a position where he 
must take excessive risks with much to lose and very 
little to gain. 

Short selling contrary to popular notion is also an 
important balance wheel. It is not a long term de- 
pressive influence on the price of a stock. It is the chief 
support of the market at a time when prices begin an 
extensive decline. Traders and investors do relatively 
little new buying during a wave of liquidation, but the 
short seller is watching for such a spot to “cover” his 
position, thus cushioning the drop. 

Without the combined cushioning effect of these op- 
erators the market has tended in recent months easily 
to get out of bounds. In addition market thinness has 
been greatly accentuated by an increasing public apathy 
at times amounting to fear. There has been the threat 
of war in Europe and the Far East; incessant waves of 
strikes to the benefit of workers and the detriment of 
stockholders; antagonism of the government toward 
business; threat of a packed Supreme Court; forced 
liquidation from London as a result of over speculation 
in commodities, gold stocks and American shares; capi- 
tal gains tax and investment buying resulting in a de- 
crease in the floating supply of many issues; higher cor- 
porate taxes; warning from Washington against specu- 
lation; the continuous uptrend since 1933, interrupted 
only by technical correction. 

To these might well be added the lack of real co- 
operation between the Stock Exchange and the Securi- 
ties & Exchange Commission. (Please turn to page 818) 
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Commodity Prices 


and 


Prospects 


Business 


Conditions Vary Among Foodstuffs ond Raw 
Materials, But General Outlook Is Encouraging 


BY C.S. BURTON 


Wars we last discussed the outlook for commodities 
in these pages there were then remaining some contin- 
gencies open for the farmer though the indications were 
nearly all in his favor. The intervening weeks have so 
resolved these doubts or possibilities. Agriculture turns 
from its work of production to the 


and become more concerned with “consumer resistance,” 
in homelier phrase, the buyer’s state of mind, his atti- 
tude toward rising prices. Does he merely windowshop 
and walk away or does he push wide open the door and 
demand attention and what factor controls, dominates 
his attitude? The answer is not far 
to seek, it is his confidence or his 





more complicated problem of dis- 
tribution. It is not too much to 


lack of it; confidence of the wage 
earner to hold his job and find his 


say that, from the viewpoint of 


World Stocks of Leading 


purchasing power, a present sur- Commodities pay envelope suffering no shrink- 
vey of the commodities markets age, just as the merchant feels 
reveals a scene brighter than at pease anne about the goods on his shelves go- 

ti ° th ] ° f h Wheat (bushels) sees 483,000,000 733,000,000 ° t d ‘. st ks > , t 
any time since the low point Of the cue (hort tons).......... 5,500,000 6,360,000 2g out and new stocks arriving to 
depression during the closing Coffee (pounds)........... 4,535,000,000 4,010,000,000 refill them. 

ae Silk, raw (pounds). . . 18,500,000 19,600,000 ss a : i a. 

months of 1932. In turn, this is —...... —— mpc As these lines are written, the 
not to say that the agonies of the Rubber (pounds)....._... 1,025,000,000 1,300,000,000 ‘narkets of the world appear to 
drought years can be lightly for- Copper (short tons)... ... .. 328,610 405,580 have momentarily turned dubious 
gotten. There is still more lost st . pect anes as to the future. While there is no 


ground to be made up than be cov- 
ered in just one year of bountiful 


lack of appreciation of the unusual 
or abnormal influences at work, 





harvests. When all is said and 

done, the long rural step forward is the recovered con- 
fidence of agriculture, the farmer’s renewed faith in the 
good earth, and in himself as a cultivator and hus- 
bandman. 

During the time thus under discussion, reams have 
been written to show how government spendings in- 
creased purchasing power and, passing from hand to 
hand, so multiplied. When we note now the anticipa- 
tion of a more than satisfactory fall season and holiday 
business, we can sense the contrast between the natural 
flow of new production and the artificial injection of 
credit-debt into the flow of commerce. And this is the 
reason why in any discussion of commodity prices or 
outlook, agriculture comes first, just as does the bread- 
winner in a family line-up. Agriculture is the nation’s 
breadwinner. 

When we turn to prices, or, as we said, to the more 
complicated problems of distribution, we leave behind 
nature’s dominant influence, the hazards of the weather 
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which just now inject themselves 
into the markets, still there are some movements which 
aid in an interpretation. 

The very feeling that the country was and is pulling 
out of the depths of the depression, the favorable harvest 
prospect, the impetus given to the steel industry by the 
rearmament race, the general desire to lay in supplies in 
innumerable items depleted during the depression years; 
all these, exaggerated a bit by a feeling of relief from a 
long hard strain, contributed to push general business 
to a pace that it could not be expected to maintain. 
A reaction is healthy and proper, that it should come 
just at the time when cotton and wheat come to market 
is perhaps inevitable; a not unusual mingling of cause 
and effect. 

Without minimizing in the least the seriousness of 
the world situation, not fatuously blinding our eyes to 
disorders abroad, which we shall not attempt to cata- 
logue here, we can realize and be thankful that “up to 
now” we are permitted to give our undivided attention 
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to our own affairs. We are not unmindful of the political 
agitations which may perhaps give the summer of 1937 
a prominent place in history. To attempt to discuss 
what part such agitation plays or has played in shaking 
confidence in the future, as reflected in current market 
declines, is a task for a later historian who can have the 
advantage of perspective to rectify his view. On the 
whole, it seems plain that earlier in the year, there was a 
sort of concentration of influences that made for higher 
prices; commodities moved up and reacted. 

In turn, it appears that, as the weight of the crops, 
coming to the market, made itself felt as usual, other 
factors combined to exaggerate the pressure on the 
futures markets and shake confidence in stock prices. 
As this is written the downward movement is as yet 
unchecked; by the time this reaches the reader’s eye, 
perhaps the market may have brought to mind some of 
the underlying factors that should restore confidence. 
We have written at some length about our harvest, if 
we take up wheat as one of our principal cash items, we 
may be able to justify our argument. Wheat has two 
qualities which hold it in its place in world trade, it is a 
necessity and it is a cash item—and it is not a perishable. 
We have not, for some years, had a part to play in world 
wheat, until this harvest has given us an export surplus, 
which the world needs to fill empty flour barrels. 

Production of wheat fluctuates more widely than one 
would think, while consumption, based as it is on the 
human appetite, remains fairly stable. In 1919 we grew 
952 million bushels; in 1934, a drought year, only 526 
million bushels. This year’s harvest will be just about 
950 million bushels when the returns are all in. Our 
carry-over from the previous harvest was very small, 
only some 90 million bushels; taking crop and carry- 
over, we have a supply of 1,040 million bushels, which 
may be divided, for our own flour barrel, 500 million; 
for the chickens, 50 million; for seed, 80 million; for a 
reasonable carry-over, 150 million; leaving for export 
260 million bushels. While we are forced to consider the 
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difficulties we face as exporters because we are not good 
importers, we can look at our marketable wheat and 
know that it will be welcome. The following tabulation 
of world stocks of wheat as of the beginning of the crop 
year, July 1—world carry-over—gives meaning to what 
we said about empty flour barrels. The world is scraping 
the bottom of the barrel.and needs more than we can 
furnish to be comfortable. 


Ju-y 1, Tota! World Stocks July 1, Total World Stocks 
Beginning Wheat in Millions Beginning Wheat in Millions 
Crop Year of Bushels Crop Year of Bushels 

eas os 690,312 SOO Secs ss ae 1,078,785 

ree, 9,502,824 WD osieBeokicis 1,144,578 

a 905,447 Wi 6S oosdcex 9,014,158 

oo) ee 993,104 WN 6 vacces 735,111 

are 987,138 i ee 483,120 


During the ten years covered by the figures, the carry- 
over has never fallen so low in any other year as the 
current figure. Naturally, there has been some market 
hesitation but the grain is beginning to move to Liver- 
pool and it is not too much to anticipate that our surplus 
will be fairly well taken before the Argentine grain is, 
any large part of it, afloat. Ina sellers’ market, the price 
should hold and, in view of the world’s slender supply, 
advance as the grain moves. There is too much loose 
dynamite lying about to permit any positive tone con- 
cerning world markets. 

There are however certain developments that hold 
out hope for real solid improvement in world trade. 
There are some indications that self-sufficiency is not 
proving a happy solution. If there is one factor more 
important than another for the world at large, it is free- 
dom of movement in world trade. If the wholly erron- 
eous policy of self-sufficiency is to run true to historic 
form, it is understandable that it should now begin to 
react upon itself. It might even, it should, certainly, 
develop that, casting away the shackles of self-sufficiency, 
the world could use its production—say—of cotton, as 
well as of wheat. 
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Specifically, as instances of barriers giving away, there 
may be cited the following, each one meaning progress 
in the right direction. Germany has reduced its special 
import duty on wheat from 93c to 11c a bushel. Amster- 
dam and Rotterdam are important markets for wheat; 
the Netherlands government has cut its import duty 
from 30c to 15c. In Sweden, the tax on wheat to be 
milled has been cut from 10 to 3.5c a bushel. The Irish 
Free State has abolished her import duty on wheat. 
Denmark has abolished the surtax on hard wheat. Total 
world shipments of wheat to Europe have declined dur- 
ing the past ten years from around a level of 700 million 
to around 400 to 500 million bushels; part of this decline 
in imports has been due to subsidized productien at 
home and now the subsidies are proving expensive 
luxuries. 


A Big Cotton Crop 


When we look at cotton, our first item of export, we 
must face a complicated and admittedly somewhat pain- 
ful situation. After a distressing experience with the 
Federal Farm Board, we tried out the scarcity idea in 
cotton by acreage restriction. We had a fatuous idea 
that if we lost foreign markets to other growers, we could 
always recover them; in fact, this theory was openly 
argued by our own Agricultural Department. It has not 
proved to be so simple as all that. The countries which 
buy American cotton, mainly, Germany, Japan, and 
Great Britain, all are ready to admit the superiority of 
the American staple, but an old prejudice exists, because 
for so many years we dominated the cotton supply, and 
now that old prejudice holds its own because we are so 
much more largely sellers than buyers in world markets. 
We would be in better stance if we more often played 
the role of a cash customer and so permit the users of 
cotton to establish credit balances here against which 
they could draw to pay for cotton. 

Nature did her best by the cotton planter this year, 
gave him a record as to bales per acre in a total figured 
at 15,593,000 bales, 26 per cent larger than last year’s 
crop. The world carry-over of American cotton as of the 
end of the crop year, July 31, was estimated at 6 million 
bales, making a total supply of American cotton of about 
21,600,000 whereas the like figure for a year ago was 
19,400,000 bales, meaning thus an increase of some 2,250,- 
000 bales in the world supply of American fibre. The 
brisk competitors of our cotton are the best grade of 
Indian and a grade of Brazilian quoted as “Sao Paulo 
Fair.” The consumption of these grades of cotton has 
increased and a study of mill use reveals the fact that to 
regain the lost ground we must meet all comers as to 
price. Our cotton is undeniably better in grade and body 
and in uniformity of staple, but where we hold its price 
above the world market price, we win hostility. 

While our fantastic idea of plowing under a large part 
of a growing crop of cotton stimulated the ambition of 
foreign planters, and our ideas about crop restriction 
further fed such ambition, we are not in a position to 
turn the tables and put American cotton on the market 
at whatever price might be necessary to retake command 
of the world supply and discourage further competition of 
foreign planters. We would be accused of “dumping.” 
Brazilian planters would cry loudly about abuse by 
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“good neighbors,” yet there is no other way to regain 
our position, the alternative involves the whole matter 
of Southern agriculture, where the only remaining avenue 
open would appear to be a broad campaign to teach 
diversified farming. We sent abroad during the ’36-’37 
crop year only 5,440,000 bales, 9 per cent off from the 
preceding year. The average annual export for the ten- 
year period 1924-1933 was 7,880,000 bales. What is to 
develop in the Orient, no one can foresee. Japan uses 
our cotton and her own cheap labor to compete ruthlessly 
in the textile markets and that outlet for our cotton may 
be uncertain. On the other hand, while our exports have 
been shrinking, exports from other producing countries 
have grown. India’s exports running to some 3,700,000 
bales broke all her previous export figures, and the 
greater part of the increase was due to shipments to 
Japan. The Department of Agriculture has formulated 
its cotton loan program on a basis of 9c maximum with 
certain deductions for lack of purity of color and certain 
deductions for short staple. While we are discussing the 
growth of cotton over the wide, wide world and our 
diminishing part in getting the fibre into use, it may be 
worth while to say that from the consumers’ point of 
view the products of cotton are too high in price. The 
world uses around 25 million bales of cotton, there is a 
potential demand, a want which if it could be converted 
into effective buying power would use 40 million bales of 
cotton and come back for more. Our real problem as 
to this year’s cotton will face us when we can know 
how many bales the Commodity Credit Corporation will 
find on its hands after the current loans mature on 
July 31, 1938. 


We'll Pay High for Corn 


We can congratulate ourselves over a bountiful corn 
crop which will run about 21% billion bushels and go to 
market in the form of fat cattle and hogs. What carry- 
over there was at the beginning of the corn crop year 
disappeared wholly by Christmas and the new crop, 
when it first begins to come in from the fields, will have 
the cribs wholly to itself. Until that time prices quoted 
on corn will be out of line. The real question for all of 
us in regard to corn turns into queries concerning the 
prices of bacon and beef. To be brief, we are going to 
dig a little deeper to pay our meat bill until the new 
corn crop can come to market on the hoof some six or 
seven months hence. 

In the end all this sums up to an estimated farm 
income of $9,000,000,000 and we may take it as assured 
that it will be an uneasy $9,000,000,000 as fast as it is 
realized. First of all, and largely anticipated, comes the 
automobile, which in turn means steel’s best customer 
and the chief user of rubber. But also this income will 
find its way quickly into all manner of consumption 
goods benefiting the merchant and manufacturer in 
many lines beside such traditional reflectors of farm pros- 
perity as the maker of farm equipment, fertilizers, etc. 

It would appear that the commodities markets may 
be expected to something more than hold their own 
during the balance of the year. It is agreed that world 
trade has recovered to the pre-depression level; sooner 
or later our exports and, hence, our commodities markets 
must feel the lift. As for our- (Please turn to page 811) 
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— DistTiLLers policies, since Repeal, have been 
concerned primarily with the long pull. Even the appar- 
ent deviation from this general scheme, when the com- 
pany “cashed in” on a substantial portion of its pre-pro- 
hibition whiskeys in the early days of Repeal, was not 
so much of a departure of the policy to plan for the long 
pull as it would appear to be on the surface. 

The whole industry then was at its wits ends to meet 
the public’s early Repeal thirst. Obviously, the bulk of 
the demand would have to be filled by blends and young 
whiskeys for a period of roughly four years. National 
Distillers operates on a basis of devoting each distillery 
exclusively to the production of its own brands. The 
management evidently calculated that it would not pay 
in the long run to “tamper” with brand names asso- 
ciated with fine whiskeys just to meet the extraordinary 
marketing conditions created by Repeal. Consequently 
there was no particular advantage in conserving the pre- 
prohibition supply on hand. Fur- 
thermore, aged whiskey — brands 
commanded ridiculously high prices 
and the company required a tre- 
mendous amount of capital to 
finance the program of building up 
normal working stocks of aged 
whiskey. Thus it appears upon 
closer examination that the “cash- 
ing in” policy was dictated by sheer 
force of circumstances rather than 
by opportunism. 

Nevertheless, the sale of pre-pro- 
hibition whiskey stocks greatly dis- 
torted National Distillers earnings 
both in 1933 and in 1934. In the 
meantime, the management has 
clung steadfastly to its plans for the 
long pull, the keystone of these poli- 
cies being a program of replacing the 
depleted stocks of aged liquor. The 
available supply of bottled-in-bond 
(four year old) whiskey has been 
only sufficient to keep the com- 
pany’s famous brands of aged whis- 
key nominally in distributive chan- 
nels. The prices of these brands 
have been supported only by their 
scarcity value, which is far out of 
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National Distillers 
Builds for the Future 


BY ARTHUR 


MILLARD 


line with production, aging and distributing costs. Yet 
the volume of business in the bottled-in bond line has 
been much too small to be any material source of profit 
even at the high prices at which existing supplies have 
found their way into consumption. 

Realistically speaking, following the early Repeal liqui- 
dation of aged stocks, there has been no business to speak 
of in this branch of the company’s activities. Under 
such circumstances, the indicated profits of between 
$7,000,000 and $8,000,000 a year since 1934, represent 
only the earning power of National Distillers during an 
era of preparation for the future and of marking time 
as far as the company’s finest whiskey brands are con- 
cerned. Next year’s earnings, however, will quite likely 
reflect the earliest fruits of the company’s inventory pro- 
gram, which is now in its fourth year. 

National Distillers is generally credited with having 
the largest stocks of aged whiskeys of any unit in the 





National Distillers carefully age large stocks of whiskey in their huge 
modern warehouse at Carthage, Ohio. 





industry, having held that enviable position at the end 
of the prohibition era and having subsequently been in 
a better position to build up a normal inventory than its 
competitors. Although the size and the make-up of 
whiskey stocks of each of the leading distilling companies 
is a closely guarded trade secret, there are a few clews 
for those who know where to look for them. 

When repeal became effective late in 1933, National 
Distillers was reported to have held about 4,000,000 gal- 
lons of whiskey—practically all aged stocks. From this 
point, the inventory program started from scratch, and 
there was only a small volume of whiskey turned out 
in 1933. By the end of 1934, however, the company had 
approximately 28,000,000 gallons on hand; by the end of 
1935, approximately 43,000,000 and by the end of 1936. 
total stocks were a little more than 53,000,000. Early in 
February of this year, Seton Porter, president of the com- 
pany, told stockholders that inventories had _ been 
brought to a point where “the amount of whiskey sold 
under our own brands more closely approximates the 
amount of whiskey we consider necessary to produce in 
order to provide well balanced inventories against sales 
of matured whiskey in future years.” 

In line with this significant hint, five of the nine dis- 
tilleries owned by National Distillers were closed down 
this summer—a situation that usually prevailed prior to 
prohibition when the industry had normal working 
stocks. Each previous summer since Repeal, production 
continued at an active pace throughout the industry in 
order that the leading distillers might put away adequate 
stocks for aging. There is a fair probability that Na- 
tional Distillers production will be about in line with 
sales this year for the first time since Repeal, in which 
case inventories would not be enlarged at any important 
extent at the end of the year. 

The quality of the company’s whiskey stocks (that is 
to say its composite age) will be considerably improved. 
however, and in 1938 for the first time, both sales and 
earnings should reflect such improvement. National 
Distillers. like its competitors, does not reveal the na- 
ture of its whiskey stocks, either by brand or by age 
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Part of National Distillers’ up-to-date bottling plant at Carthage, Ohio. 





classification. The general belief that its stocks of aged 
whiskey are much larger than competitors, is not based 
on pure guess work, however, since there is some data 
available on whiskey stocks that is a matter of public 
record. For instance, from information originating with 
the State of Kentucky (which accounts for almost 40 
per cent of the whiskey in bonded warehouses) it can 
be determined that as of May 1, 1937, National Distillers 
held about 56 per cent of the total supplies of pre- 
prohibition whiskey bonded in Kentucky: 69 per cent of 
the remaining production from 1933, 49 per cent of the 
remaining 1934 production; 23 per cent of the 1935 pro- 
duction and 17 per cent of the remaining output from 
1936 (fiscal vears ended August 31 in each instance). 

The company’s percentage of the aged whiskeys bonded 
in Pennsylvania is probably higher. All but two of the 
company’s distilleries devoted to the production of 
straight whiskey brands are located in these two states. 
On the basis of the Kentucky data, the company would 
have over 2 per cent of its stocks in the age classifica- 
tion of four years or over; 13 per cent in three year old 
whiskey; 31 per cent, two years old and about 54 per 
cent, one year old. In terms of a 53,000,000 gallon 
inventory, this would mean something like 1,200,000 
gallons of “bottled in bond age” currently on hand and 
around 7,000,000 gallons coming up to this age classifica- 
tion before next fall. 

If these calculations only approximate the actual age 
classification of the company’s whiskey stocks, it is still 
safe to say that no unit in the industry could even 
approach National Distillers’ position in regard to vol- 
ume distribution of bottled in bond grade of whiskeys 
during the next year or so. And it might be added that 
the above figures take into account only the bonded 
Kentucky whiskeys aging in the wood. Of the case 
goods, National Distillers held about 75 per cent of all 
pre-prohibition whiskey and 95 per cent of the compara- 
tively small quantity of bottled in bond age case goods 
that was produced during prohibition. 

However hopeful one might feel towards the ultimate 
advantages which might be expected to accrue from 
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National Distillers forward looking operating and sales 
policies, there is no question but that these policies have 
placed the company at a competitive disadvantage dur- 
ing the past two or three years. With whiskey consump- 
tion more than doubling from 1934 to 1936, National 
Distillers sales volume increased from around $50,000,- 
000 in 1934 to about $67,700,000 in 1936, a gain of about 
35 per cent. Schenley Distillers, without many of Na- 
tional’s “natural advantages,” more than doubled its 
sales volume from $40,000,000 in 1934 to more than 
$82,000,000 in 1936. In 1935, National Distillers not only 
fell behind Schenley in sales volume, but was eased into 
third place by Distillers-Seagrams. 

Although National Distillers has made a somewhat 
better comparative showing from the standpoint of earn- 
ings, the record of sales volume raises the question of 
whether competitors may be marching away with a large 
slice of the domestic market. It is fairly evident from 
events of the past few years, that merchandising has 
played an important role in development of markets for 
the distillers. Even after the industry as a whole has 
established a more normal inventory of aged whiskey 
stocks, merchandising will undoubtedly be an important 
determining factor in future whiskey company income 
statements. It must %e recognized, however, that Dis- 
tillers’ merchandising methods, like its general policies, 
are based on the long pull. 

One of the obvious reasons why the company failed 
to increase its sales volume as rapidly as competitors 
during the past few years is the fact that it did not 
have the merchandise to sell in large quantity. The 


long run, this policy is confidently calculated to main- 
tain prestige for the National Distillers’ “line” both in 
the trade and with the ultimate consumer. As supplies 
have permitted, the ages of the younger “straights” have 
been increased, without change in price. This has 
increased production costs only slightly and should 
strengthen the company’s competitive position in the 
low price market. 

Unfortunately, there is no indication available of the 
trend of sales so far this year, since the company does 
not include sales figures in its interim earnings state- 
ments. It appears to be a fair inference, however, that 
volume increased at least enough in the first six months 
to offset increase in production costs. With the unit 
margin of profit presumably lower in the six months to 
June 30, 1937, profits as reported for this period were 
slightly ahead of the first half of 1936. 

Organized in 1924 as a holding company, National 
Distillers has more recently pursued the practice of other 
industrial companies of absorbing the assets of subsidi- 
aries, and, consequently, it now functions primarily as 
an operating company. The company’s lineage is some- 
times traced to the old “Whiskey Trust” some of whose 
properties and brands it now owns. During prohibition, 
whiskey production was restricted to the volume per- 
mitted by the Government for medicinal purposes in 
addition to which activities extended into manufacture 
of ice cream and food products. Distilling facilities were 
considerably extended before and after Repeal, present 
plants having a domestic distillmg capacity of around 
40,000,000 gallons annually. Controlling interests are 





merchandising technique followed generally by 
the industry in the early part of the post-Repeal 
era was somewhat akin to the “brand establish- 
ing” campaigns of the large tobacco companies. 
The most spectacular sales gains in the early 
days were made with blended whiskey brands. 
including some trade names familiar with the 
public in pre-prohibition days as well as new 
trade names. National Distillers’ plants were 
not geared for the production of this type of 
whiskey, only one of the nine distilleries owned 
by the company being devoted to production of 
blended brands. 

The real test of the company’s merchandising 
policies, thus, will come when it has adequate 
supplies of “young” straight whiskey brands for 
the low priced market and replenished stocks of 
aged whiskey brands for the quality market. 
The more mature experience of the industry 
indicates that the public’s fancies for blended 
brands is likely to be exceedingly fickle. Recent 
surveys have shown that about three-quarters 
of the total sales of whiskey have been in brands 
priced around $1 a pint. During the past year 
or so “young” straight brands have taken a 
larger portion of this market. National Dis- 
tillers should benefit from this trend, since from 
a production standpoint it is better situated 
to supply straight young whiskeys than blends. 

The policy of devoting each distillery to the 
manufacture of the particular brands with which 
they have been identified with in the past is 
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undoubtedly influenced by tradition. In the 
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held in companies producing Gibley’s gin in this coun- 
try and importing the famous DeKuyer gins and cordials. 
The wholly owned Alex DiShow & Co. now operates as 
the Shaw Import Division, adding well-known Scotch 
and Irish whiskeys to the company’s domestic brands. 

The Company’s position is well integrated, having rep- 
resentation in all branches of the industry except in the 
retailing of liquors, producers being prohibited from 
entering this field under existing laws. National Dis- 
tillers, like the other major distilling companies, controls 
the production and distribution of their brands up to 
the phase of actual retail distribution. Since the pre- 
prohibition jobbers and blenders are no longer much of 
a factor in the industry, the burden of wholesale dis- 
tribution, sales promotion and national advertising now 
rests largely on the producer. 

Physical condition of distilling and bottling plants, 
warehouses, etc., has been restored to a highly efficient 
basis with the adoption of technological improvements 
in the art which have developed since pre-prohibition 
days. Plant efficiency is not a controlling competitive 
factor, however, as the industry has been operating since 
Repeal, because of the fact that production costs are 
less than 10 per cent of retail sales prices, including 
taxes and distributing costs even on the cheaper whiskey 
brands which have constituted the bulk of the market 
in recent years. The cost of maturing liquor is esti- 
mated to run roughly 32 cents a gallon to bring liquors 
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up to bottled-in-bond age. The relation between cost 
and retail prices is very much wider for these brands, 
although it is not likely that even present prices of aged 
whiskeys, which admittedly are inordinately high, have 
been_an important source of income so far, since the 
volume of business in this division has been so limited. 
The well integrated position of the company, its con- 
trol of quality brands and the physical operating effi- 
ciency of its plants should be more of a factor when the 
industry achieves a normal inventory position and 
expands the volume of its better quality brand sales. 

The expansion of the company since formation and its 
inventory program of the past four years has been 
financed partly by issuance of stock in exchange for 
properties, partly by bond financing and, temporarily, 
by bank credit. Capitalization consists of $15,000,000 
debenture 4144s, 1945, and an outstanding issue of 
2,036,897 shares of no par value capital stock. At the 
end of the past year, current assets totalled about 
$49,280,000, including inventories of about $30,320,000 
and $2,330,000 cash. Current liabilities totalled about 
$8,540,000. With the inventory program now about 
rounded out, there are no large capital requirements in 
sight. On the contrary, as the stocks of aged whiskeys 
are turned over in coming years, cash realized from 
withdrawals from inventory is likely to substantially 
exceed the amount of cash necessary for normal in- 
ventory replacement. Unless capital needs now un- 

foreseen should arise, such as the acquisition 
s=-—- of additional plants or liquor brands, gradual 
~ improvement of common stock equity in 
assets seems to be in prospect as senior securi- 

ties are retired. 
The earnings record of the company since 
Repeal must be considered in light of the 
extraordinary operating conditions prevailing 
in the industry, during this period. An indus- 
try which normally produces today what it 
E will sell two, three and four years hence, was 
F z compelled by circumstances to start virtually 
4 from scratch and improvise methods of get- 
ting some kind of a supply for the immediate 
demand as best it could. The relation of 
costs to prices, sales to earnings, and volume 
to profits, as experienced during the past 
four years, have no worthwhile application to 
the trends likely to be witnessed in the future 
when the industry has a more normal basis 

of operation. 

In 1933, for instance, National Distillers 
realized an operating profit of about 48 cents 
on each dollar of sales. In 1934, with sales 
volume more than tripled, the operating profit 
of better than 27 cents per dollar of sales was 
still abnormally high. Lest shareholders place 
undue emphasis on the 1934 operating and 
earnings exhibit, the management stressed the 
fact that sales were inflated by the necessity 
of stocking on the part of retail establish- 
ments and that 40 per cent of the net profits 
as reported in 1934 were realized in the sale 
of pre-prohibition whiskey supplies. The 
$13,665,000 net earnings (or $5.51 a share) 
reported for 1934 (Please turn to page 810) 
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Outlook for the Motor Industry 
Premier Business Factor 








AUTOMOBILE PRODUCTION 
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BY GEORGE L. MERTON 
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n the decade following the World War > 
the automobile industry became of age. a 
In 1918 there were only 6,146,000 mo- 6 ? 
tor vehicles—cars and trucks—in use in _ 

= 


this country. By 1929 the total had 
soared to 26,501,000. This revolution in 
transportation represented a new eco- 
nomic force of almost incalculable sig- i} at 
nificance; and the dynamic effect of its 
rapid development upon industrial pro- 
duction, distribution and trade was 
largely responsible for creating the un- 
precedented prosperity of the "Twenties. 

And in the great recovery since 
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1937 TO AUGUST - BALANCE. ESTIMATED 








March, 1933, once more the motor in- 
dustry has set the pace. Today its unit 
volume is back within striking distance of the 1929 peak; 
it is supplying employment directly and indirectly to 
some 4,000,000 persons; it is creating 13 per cent of all 
railroad freight; it is using 20 per cent of all steel output, 
80 per cent of rubber, 73 per cent of plate glass, 30 per 
cent of nickel, 34 per cent of lead, 40 per cent of mohair, 
46 per cent of upholstery leather, 18 per cent of copper, 
13 per cent of!aluminum, 12 per cent of tin, 9 per cent 
of cotton and 12 per cent of zinc. Its workers are receiv- 
ing record high pay, and to thousands of sharehold- 
ers of its dominant companies are going record high 
dividends. 

It need hardly be said that the future of this giant 
industry, both near term and long term, is of vital busi- 
ness and financial importance. Is further expansion prob- 
able? Or are the curves both of long-term growth and 
cyclical recovery now flattening out? The answers to 
these questions—as well as the answer to the question 
whether 1938 will be as good an automobile year as 1937 
has been—are of great concern to thousands of business 
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men and to hundreds of thousands of persons who hold, 
or contemplate buying, securities whose value depends, 
directly or indirectly, upon the future of the motor 
industry. 

It is pertinent to note that motor stocks surrendered 
leadership of the New Deal bull market in the autumn 
of last year, some months before this year’s intermediate 
market decline began. With the market at a new high 
of recovery in March, both General Motors and Chrys- 
ler failed to match the best prices of last year, and the 
performance of most other motor and accessory issues 
clearly reflected a waning investment and speculative 
enthusiasm. At recent lows General Motors had come 
down 37 per cent from its bull market high, Chrysler 
35 per cent; while such issues as Packard, Hudson, Stu- 
debaker and Nash-Kelvinator had come down from 40 
to 45 per cent; and the still more speculative Reo and 
Graham-Paige had fallen from 50 to 60 per cent. De- 
cline of General Motors and Chrysler from bull market 
highs slightly exceeded the composite decline of the 
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market; while decline of the others substantially ex- 
ceeded the market decline. 

Thus, over a rather extended period, market action 
of motor stocks—reflecting a composite of many opin- 
ions, both “insider” and otherwise—has presented to the 
investor and the speculator a clear “Stop, Look and 
Listen” signal. But doubtful market action merely tells 
one to be wary, to put on the thinking cap. It does not 
tell us why. It leaves us to determine whether we have 
seen merely a reaction from temporarily over-optimistic 

‘appraisals of nearby earning power—or something of 
longer investment and speculative significance. 

To begin with, the stock market is far more interested 
in the trend of earnings and dividends than in their cur- 
rent size. A satisfactory and stable level of earning power 
may sustain a relatively good price but it does not make 
for dynamic advance. Rightly or wrongly, and for what- 
ever reasons, the composite market opinion is that the 
major part—if not all—of the expansion of motor earn- 
ings has been seen. If this view is correct, we can look 
forward only to stabilization of volume and earnings not 
far from 1937 levels or to some decline from such levels. 

In seeking to determine the industry’s prospect as to 
both volume and profits, we must examine such factors 
as the much-discussed and still undefined “saturation 
point,” potentialities of both new and replacement mar- 
kets, rising costs, higher prices, changed labor relations, 
opportunities for further technological progress, etc.; 
and, whatever the significance of these factors individu- 
ally or in combination, we shall have to keep in mind, 
that their effects upon the industry in any given year 
will be importantly conditioned by the general business 
trend of that year. Bearing upon the importance of the 
general business trend in its direct and psychological 
effect upon motor sales, it is worth noting that factory 
sales of passenger cars in 1924 dropped 12 per cent un- 
der the 1923 total and in 1927 fell 21.9 per cent under 
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Improved methods of shipping new cars cut delivery costs to consumers. 
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the 1926 total, despite the fact that the period was one 
of dynamic underlying expansion in demand for auto- 
mobiles. The secular growth factor was much stronger 
then than now, but that did not prevent important re- 
versals when the general economic trend resulted in a 
moderate shrinkage in consumer purchasing power and 
a still greater lowering of the willingness to buy. 


The Potential Market 


So far as potential markets are concerned, there is no 
reason why the industry should not have a long period 
of prosperity equalling — or, indeed, exceeding — that 
which it now enjoys; but there is a world of difference 
between potential and effective demand. The “satura- 
tion” point in the motor market is not determined so 
much by over-selling as by conditions wholly beyond 
the control of the industry. The market as a whole was 
not over-sold in 1929 in the sense that the American 
people had as many cars as they needed or desired. The 
market collapsed, as did every other market, under the 
impact of credit deflation, business depression, shrinking 
national income, fear. 

For statistical purposes the life of a passenger car is 
usually figured at eight years. On this basis, since there 
are now approximately 25,000,000 cars in use in this 
country, the theoretical domestic replacement market 
over an extended period of time should be a minimum 
of about 3,120,000 cars a year. Actually, it does not, 
and never will, work out in this statistical fashion. Many 
owners trade in cars at two, three or four years of age. 
Under improving economic conditions, the tendency is 
to trade in cars at younger ages. Under adverse gen- 
eral business conditions, cars are driven longer. Because 
of this fact and the resultant wide cyclical swings in 
sales, the average age of cars in use at one time will 
vary greatly from that of another time. 

In the five years preceding 1930 the 
number of cars in use increased 43 per 
cent, reflecting sharp rise both in new 
cars sold and in the rate of scrappage of 
old cars. This meant that our automobile 
inventory at the start of the depression 
contained a high percentage of young 
units and an exceptional total of uncon- 
sumed mileage. Throughout the depres- 
sion automobile owners drew on that 
unconsumed mileage and the rate of 
scrappage declined drastically. In strik- 
ing contrast to the situation at the start 
of the depression, the recovery period of 
1933 to date has found our car inventory 
containing an exceptional percentage of 
old units—vehicles bought prior to 1929 
—and a volume of unconsumed mileage 
probably not much more than half of 
that of 1929. 

The record high 4,136,000 cars bought 
in the domestic market in 1929 became 
eight years old this year. The 2,536,000 
cars sold in 1930 became seven years old 
this year. Despite sales of 3,041,000 cars 
in 1935, 3,458,000 in 1936 and some 
2,700,000 in the first eight months of 
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this year, it is highly improbable that there has occurred 
more than a moderate rebuilding of unconsumed mile- 
age in the total inventory of cars in use and it unques- 
tionably remains far under that of 1929. 

Taking this factor into account and allowing for sub- 
stantial growth of population since 1929, it is evident 
that a large potential market remains to be served. 
Again, some 40 per cent of the families in this country 
—predominantly in the low-income classes—do not yet 
own automobiles. There is a potential market here, 
although the question of when and to what extent it 
may become an effective market is wholly conjectural. 
Certainly, however, the basic policy of the New Deal 
in trying to encourage a recovery “from the bottom” 
would directly stimulate automobile sales in this yet 
untouched market to the degree that such policy actu- 
ally proves effective in bettering the lot of the so-called 
submerged one-third. Finally, less than 3 per cent of 
the families in this country own two cars. The percent- 
age was increasing in the prosperous 1923-1929 period. 
It is subject to increase again, if and when widespread 
prosperity returns. 

On the other hand, one of the most important factors 
making for doubt as to the motor outlook, both near- 
term and long-term, is that of rising costs, higher prices 
and a radically changed relation between management 
and labor. The fact is that up until comparatively re- 
cent times, the major part of the fruits of the industry’s 
marvelous technological progress went to consumers and 
to profits. In the division now, and probably for an 
indefinite time henceforth, a substantially larger share 
must go to labor as a result of its effective union organi- 
zation. Where is this increased share to come from? 
At present it is going to come largely out of the con- 
sumer, who will have to pay higher prices. Should future 
concessions to labor entail still higher costs, the question 
to be answered is whether the industry can match this 
by further technological advance—making for increased 
productivity per worker—or whether it will be forced 
to push selling prices still higher, at the possible expense 
of volume, or whether some part of the added cost will 
be at the expense of profits. 


The Labor Factor 


As a matter of fact, there is no one in the industry 
or without, who can give confident answer to this. The 
history of new unions is always one of recurring and 
repeated demands for more concessions both as to wages 
and working conditions, for only thus can the paid union 
officials entrench themselves; and such a tendency can, 
and probably will, run side-by-side with an increasing 
sense of union responsibility so far as strikes and observ- 
ance of contracts are concerned. An even greater danger 
than excessive wage and price increases—which, after 
all, will be limited importantly by consumer reaction 
and adverse public opinion—is the probability that 
union rules will gradually introduce increasing rigidities 
into the hitherto highly flexible system of manufacturing 
operations, whether or not automobile manufacturing 
eventually becomes a closed-shop industry. Sympto- 
matic of this tendency is the plague of sporadic “slow- 
down” strikes in various plants at present. Dozens of 
these, hampering efficient operations, never get into the 
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newspapers. To the extent that the motor union obtains 
from reluctant management the right to control the 
amount and speed of work, the progress of technology 
is checked, if not reversed. It has been that progress 
that has contributed so largely to the industry’s past 
success in giving the consumer ever more value for his 
money, while at the same time preserving a highly 
favorable profit margin. 

So far as this year’s price advances are concerned, 
they should not, of themselves, importantly change the 
industry’s 1938 prospect. It is the general belief that 
prices on the 1938 models to be formally introduced at 
the national show at New York City late in October 
will average 8 to 10 per cent higher than on the initial 
1937 cars. It should be noted, however, that the long 
decline in automobile prices terminated in 1933, in which 
year, based on f.o.b. factory list, the consumer paid an 
average of $555 per unit. This had increased to $622 on 
1937 cars, or an average more than 12 per cent above 
the depression low. These figures are weighted by the 
relative total number of new car registrations of each 
make. For that reason the decline from 1929 to 1933 
must be interpreted as reflecting shift of consumer pref- 
erence to lower-price cars as well as actual downward 
trend of prices on all models. Similarly, the gradual rise 
since 1933 in part reflects return shift to cars above 
the lowest price group. 

To the extent that a 10 per cent price increase all 
down the line affects consumer purchasing power—aside 
from the collateral influence of the general business 
trend—it is more likely to divert demand from medium 
price cars to cars of lower price than to reduce total 
volume of the industry. (Please turn to page 810) 
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Distributions forced by taxes will soon 


become a market factor in many stocks. 


Candidates for 


Extra Year-End Dividends 


BY J. C. CLIFFORD 


~ 


W. again approach the time when corporate manage- 
ment must make up its mind whether to distribute 
profits to stockholders or whether, at the cost of a heavy 
tax, it would be better to retain the money in the busi- 
ness. Undoubtedly the managements of the majority of 
corporations look upon this tax in much the same way 
as Mr. Cornish of the National Lead Co. who recently 
said: “Naturally, we do not like to give money that 
belongs to our common stockholders to the Federal Gov- 
ernment.” Last year the widespread disinclination to 
give a stockholder’s money to the Federal Government 
brought about a veritable flood of extra and special 
dividends in November and December. This will be 
repeated in coming months, although there is some rea- 
son to believe that the movement will be less pronounced. 

To refresh the memory of those who have forgotten, 
the tax on undistributed profits is a graduated levy im- 
posed on a company in addition to the normal and other 
corporate taxes. Corporations whose profits are in excess 
of $50,000 pay a 15 per cent normal tax and then a tax 
which rises from 7 per cent to 27 per cent on that part 
of the net income which is not distributed to stock- 
holders. This means that a company which wishes to 
retain all its earnings in the business must pay to the 
Government in normal and undistributed profits taxes 
almost a third of its net income. 

What experience we have had with the tax on un- 
distributed profits has done nothing to allay the fears 
that were expressed while the law was under considera- 
tion. It favors the large well-established static business: 
it penalizes the business that is small and fluctuating. 
It imposes an unjust burden upon an expanding com- 
pany and, by acting as a deterrent to the building up of 
surpluses for lean years, it makes existence precarious for 
enterprises whose activities are of a “feast to a famine” 
nature. It discourages thrift and conservatism on the 
part of corporate management and encourages reckless- 
ness and a bloated capitalization. 

Nevertheless such is the law and the only attitude for 
stockholders to adopt is to derive what comfort they can 
from the actual receipt of the larger dividends which 
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their companies are being forced to pay. They may real- 
ize that their investments would probably be the stronger 
were the current return smaller, but as there is nothing 
they can do to alter the situation it may as well be 
accepted with as good a grace as possible. A list of 
prominent companies which in our opinion will pay ex- 
tra and special dividends before the year end will be 
found in the accompanying table. The dividend paid 
last year is given: also the sums declared during the first 
nine months of the present year. The third column is 
the estimated total amount that will be paid for the full 
year, 1937. 

Undoubtedly the course of time will prove some of 
these estimates to have been too high, while others will 
be too low. Positive figures are impossible to give even 
by company managements themselves. One must first 
make an estimate of what the company will earn, then 
give consideration to its need for new capital and 
whether there exists special circumstances to influence 
the directors’ course of action. Sometimes the special 
circumstances are quite apparent: sometimes no one out- 
side the inner circle knows of them. Although there was 
no excuse for doing so, undoubtedly there were those 
who expected the Allied Chemical & Dye Corp. to pay 
a substantial extra at the end of last year. Earnings 
were known to be good (they proved to be equivalent to 
more than $11 a share on the common stock) and in the 
light of an enormously strong financial position, it 
seemed on the face of it that something in excess of the 
regular $6 dividend would be paid. Those who argued 
along these lines, however, neglected to take into account 
the $40,000,000 in preferred stock which was retired dur- 
ing the course of the year. In retiring the preferred, the 
company paid a premium of more than $8,000,000 and 
the deduction of this sum from surplus earnings made 
the liability on account of the undistributed profits tax 
only $266,000, even though no more than $6 a share was 
paid in dividends. In connection with the present year’s 
showing Allied Chemical will not have this loophole and, 
with earnings on the common of $15 a share being fore- 
cast, the directors will surely give deep consideration to 
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the payment of a substantial extra, rather than let their 
stockholders’ money go to the Federal Government. 
Although the common stock of the Allied Chemical & 
Dye Corp. is among the highest priced issues listed on 
the New York Stock Exchange, it is to be remembered 
that there is no background of boom-time split-ups and 
the outlook for both earnings and dividends being a fav- 


orable one the stock is well worth consideration. 


In suggesting that Allied Chemical will prove a satis- 
factory investment medium it will be noticed that the 
opinion was not based solely on the prospect that the 
company will raise a dividend that has now been main- 


tained uninterruptedly since 
the beginning of 1927. One 
has to be constantly on guard 
against becoming over-enthusi- 
astic because of a large invest- 
ment return—which in itself is 
yet another indictment of the 
tax on undistributed profits. 
On the other hand, it is good to 
know that a company other- 
wise well-situated is likely to 
pay more, especially when the 
return has previously been ex- 
ceptionally low. 

Because of the element of 
compulsion behind the _ pay- 
ment of extra dividends these 
days, the investor might give 
first consideration to those 
companies where the compul- 
sion factor is the weakest. 
This, of course, is on the theory 
that a company which would 
pay out most of its earnings in 
any event can not be forced to 
damage itself by the workings 
of the tax on undistributed 
profits. Whether or not divi- 
dends_ should approximate 
earnings is primarily a ques- 
tion of working capital and 
cash resources. An Eastman 
Kodak or a Union Carbide & 
Carbon needs no Government 
bludgeon to induce it to pay 
out a very fair proportion of 
the net profits. Such con- 
cerns might wish to hold back 
a little in order to take care 
of their constant capital ex- 
pansion, but there is little 
need for additional working 


capital. Either of these two 
companies is a_ source of 
strength in an_ investment 
portfolio. 

Unfortunately, most  cor- 


porations are not situated as 
these two: what of those to 
which the payment of excessive 
dividends means inadequate 
working capital? 
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There has | 


public. 


been a tendency for companies in the latter position to 
replenish their cash accounts through the sale of addi- 
tional securities and this has usually meant additional 
shares of common stock outstanding in the hands of the 
When business is good, profits rising and these 
conditions are finding reflection in a bull market, a 
greater number of shares presents no particular difficulty. 


This, then is the test: is the outlook for the company a 





Among the Companies Likely to Make 


Substantial Extra Distributions 
Before the Year-End 


Name 
Allied Chemical & Dye 
Allis-Chalmers............ 
American Smelting & Ref... 
Anaconda Copper..... ... 
Anchor Cap.......... 
Armstrong Cork... . 


Bethlehem Steel... 
Borg-Warner.......... 
Burroughs Adding Machine. . 
et ae 
Caterpillar Tractor...... ‘ 
Container Corp............. 
oe ; 

Cutler Hammer....... 
Eastman Kodak..... . ‘ 
Fairbanks, Morse.......... 
Freeport Sulphur........ 
General Electric......... 
Goodyear Tire & Rubber. . . 
Hercules Motors.......... 
Hercules Powder...... 
OS ae 
Johns-Manville.... . 
Kennecott Copper. . 
Ludlum Steel..... 
Mack Trucks................ 
Mathieson Alkali......... 


re 
Mohawk Carpet............... 


National Acme............ 


National Cash Register. ...... " 


National Distillers......... 


iia tel............... 


National Steel... . 
oS 
Owens-Illinois-Glass. . . 
Paramount Pictures. .. 
Penney, J. C..... 
Phelps-Dodge . ore 
Phillips Petroleum......... 


Raybestos-Manhattan........ . 


St. Joseph Lead.......... 
Simmons Co..... 


Standerd Oil of Califomia....... 


Stewart-Warner........... 
Co eae 
Texas Gulf Sulphur........... 
Timken-Detroit Axle......... 
Union Carbide & Carbon... .. 
Union Oil of California.... . 
United Aircraft... ........ 
United Carbon....... 


United Engineering & Ronse. , 
a ae : 


Westinghouse Electric.......... 
Yale & Towne.............. ‘ 


Paid 1936 


$6.00 
1.50 
4.05 
1.25 
.75 
2.50 
75 
1.50 
2.25 
1.20 
4.00 
2.50 
1.25 
Nil 
1.371 
6.75 
1.25 
1.00 
1.70 
Nil 
1.75 
5.25 
4.50 
4.25 
1.70 
1.25 
1.50 
1.50 


Declaredin Est. Total 
Payments 


1st 9 mos. 
1937 


$6.00 
2.00 
4.00 
1.25 
45 
1.50 
+25 
2.50 
1.50 
-65 
Nil 
1.50 
-90 
Nil 
1.00 
7.00 
1.50 
1.00 
1.20 
1.50 


1937 
$10.00 
3.50 
5.00 
2.50 
1.60 
3.50 
1.50 
5.00 
3.00 
1.50 


XS 





good one, good enough to offset the probable diluting 
effect of the new securities and will the market be such 
that a fair price can be obtained for the new securities? 
If this can be answered satisfactorily, there is no reason 


for the investor to fear an 
extra dividend in cash because 
it ultimately means an_ in- 
creased capitalization. 

Companies in the accom- 
panying list which have sold, 
or are in process of selling, 
securities for working capital 
and other purposes and which 
are unlikely to be adversely 
affected thereby include Allis- 
Chalmers, Bethlehem Steel, 
Crane, Inland Steel, Johns- 
Manville, Ludlum Steel, Phil- 
lips Petroleum and United Air- 
craft. 

The dividend of $1.75 a 
share, contrasting with 75 cents 
in the previous quarter, which 
has just been declared by the 
American Smelting & Refining 
Co. serves to call attention 
again to the fact that this has 
been a good year for those pro- 
ducing and fabricating base 
metals. This makes $4 a share 
paid by “Smelters” so far this 
year and, as the directors in 
declaring the latest distribu- 
tion said that they would con- 
sider the matter of dividends 
again in November, there is 
reason to believe that stock- 
holders might well receive as 
much as $5 for the full year. 

It is true, of course, that 
there has been some decline in 
the price of non-ferrous metals 
recently — both copper and 
lead, for example, are lower, 
Even so, current prices are well 
above costs of production and 
producers are assured of a good 
profit. In the light of this and, 
taking into consideration that 
the stocks of all metal com- 
panies are very materially un- 
der the best levels, the group is 
again attractive for longer- 
term holding. Anaconda Cop- 
per which has paid as much so 

(Please turn to page 814) 
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Uneertainties Overshadow Oils 


Seasonal Decline in Consumption 
Nears, with Supplies a Bit Heavy 


BY WARD GATES 


ja petroleum industry has rounded out the best sum- 
mer season in its history, during which consumption 
ran from 10 to 12 per cent ahead of last year, when 
demand also was at record levels. Throughout most of 
the year, the industry enjoyed the benefit of an average 
net gain of about 12 cents a barrel in crude oil prices, as 
compared with 1936 and a satisfactory crude-refined 
price relationship. With the double advantage of a 
larger physical volume of consumption and better profit 
margins, profits on the average had exhibited impressive 
increases from a year ago. Yet, there are several ele- 
ments of uncertainty in the petroleum situation that 
may stand between this excellent record and a full 
realization by shareholders from the industry’s 1937 
achievements. 

Briefly these uncertainties embrace, first, steady mal- 
adjustment of crude production in relation to refinery 
runs; second, failure to correct the excess production in 
September, in spite of reduced allowables in important 
oil sections; third, larger inventories of finished and un- 
finished gasoline at refineries and terminals at the end of 
the large-consumption season; and, fourth, the possibility 


that requirements of fuel and heating oils in coming 
months may stimulate refinery operations and produce 
unwanted additions to gasoline stocks. Speculative in- 
terest in securities seldom thrives on uncertainties and 
at the present time, it is not possible to say how far 
these trends will extend themselves during the next 
few months. 

In regard to crude production, the possibility exists 
that correction of the excess output, which some observ- 
ers had expected in September, might become more 
evident in October. The basis for this view is partly 
the substantial reduction in the allowable output set 
by the Texas Commission and the adherence of such 
important oil producing states as Oklahoma, Kansas 
and Louisiana to the Bureau of Mines recommended 
levels. In addition, it is noted that in some sections 
the important crude purchasers have set limits on the 
amount of crude which they will take under existing 
conditions. This action in the long run may be more 
effective than the efforts of state pro-ration officials. 
It is also worth mentioning that in many sections, where 
output is exceeding recommended levels, operators prefer 

to make their reductions in output after 
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the turn of the month, even if necessary, 
to compensate by then taking less than 
allowable output. 

In the meantime, the record shows 
that production this year through Sep- 
tember was 7 to 8 per cent in excess 
of refinery needs, with the result that 
surface supplies of crude increased from 
around 286,000,000 barrels at the start 
of the year to around 311,000,000 bar- 
rels in September. In the crude produc- 
tion division of the industry, the recom- 
mendations of the U. S. Bureau of Mines 
have been disregarded so consistently 
(and without adverse repercussions) 
that this practice has become a habit. 
At one time, the industry referred to 
production in excess of the Federal 
recommendations as “the danger zone.” 
There has not been one single month 
in the past two years when production 
on a national basis was in line with the 
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Bureau of Mines estimates of consump- 
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tion needs, however, and it is evident that this “danger 
wne” has come to be looked upon as merely a theo- 


Fretical area on. production charts. 


The failure of the present scheme of pro-ration to 
work one hundred per cent, however, does not destroy 
its value as a stabilizing influence. The intensive drilling 
activities of the industry in recent years and the sub- 
stantial additions to “potential” production resulting 
therefrom in the form of both new fields and important 
extensions of older areas have created many practical 
difficulties. The fact that production has been held 
nearly in line with actual requirements under conditions 
prevailing within the past few years has helped more 


qthan any other single factor in restoring satisfactory 


profit margins for both the producing and the integrated 
companies in the industry. 

Historically, the oil companies have earned a reason- 
able return on their investments only during periods 
when a reasonable balance existed between production 
and consumption needs. It is well known in the indus- 
try that the “potential” production of the East Texas 
field alone is almost three times more than the entire 
daily average crude requirements of the entire country. 
Come what may, there is not the remotest possibility 
that either the oil interests nor the officials responsible 
for enforcement of pro-ration would permit the system 
to break down. Indeed there is good reason to believe 
that any time the “danger zone” operations of the pro- 
ducers should threaten the existing crude price structure, 
curtailment efforts on all sides would become more 
severe. 

This is not to say, however, that continued production 
in excess of market demands for petroleum products 
will not have an unsettling effect upon market psychol- 
ogy toward the oil stocks, particularly if consumption 
in coming months should fail to hold the remarkable 
gain evident so far this year. And in other directions, 
the future prospects and probabilities are less clearly 
defined. With the tremendous expansion in demand for 
fuel oil for heating purposes in past years, the winter 
months have become a critical period for other refined 
products—particularly for gasoline. Formerly heating 
oils were distinctly a by-product in the process of treat- 
ing crude oil to obtain motor fuels. The steadily growing 
demand for the fuel oils has now reached a point, where 
at least during the winter season, the heating oils have 
assumed the importance of a primary product. 
Theoretically, there is a good deal of elasticity in 
refining processes, which permits a larger or smaller por- 
tion of gasoline and fuel oil production as demand for 
these products varies with the season. Some types of 
refining equipment now in use are capable of producing 
practically all gasoline and only small proportions of 
other by-products, whereas on the average about 43 
per cent of the crude processed results in gasoline. There 
is sufficient excess refinery equipment available so that 
the plants which turn out the largest quantities of the 
particular product wanted can be utilized in place of 
other equipment. Further control by selection of charg- 
ing stock and other technical means is feasible, but there 
are definite economic and physical limitations. 

In a severe winter, such as the winter of 1935-1936 
for example, fuel oil production was stepped up over 
26 per cent higher than the previous year, and the in- 
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Courtesy Socony-Vacuum Oil Co., Inc. 


Present-day refining equipment permits of some elasticity in the 
proportion of refined products obtainable from crude, but there 
are both physical and economic limitations to such control. 


creased refinery operation resulted in unwanted supplies 
of gasoline. Furthermore, a severe winter interferes with 
normal motoring and consequently with normal demand 
for gasoline. These circumstances combined to produce 
excessive gasoline stocks in the late winter and early 
spring of 1936, and resulted in price demoralization for 
motor fuel—the “money product” of the oil business. 
Last winter, when unusually mild conditions prevailed 
in most sections of the country, fuel oil production was 
only a little more than 7 per cent higher than the 
preceding winter. At the same time, the “open winter” 
was a factor in sustaining unusually good demand for 
motor fuel and firm prices, which permitted a general 
upward revision in prices all down the line including 
crude. 

What will the coming winter bring? No one can say, 
and speculators usually are wary of uncertainties of this 
type. If crude oil production were well within actual 
market requirements and gasoline stocks were low, it is 
possible that the unforcastable factor, of the coming 
winter’s weather might be overlooked in view of the 
excellent earnings results turned up by most of the 
oil companies to date. Unfortunately, neither of these 
conditions exist, at least not without important quali- 
fications. That is to say, production on present indica- 
tions ic only nearly in balance with actual market re- 
quirements and gasoline stocks, while lower by some 
17 million barrels than the spring peak, nevertheless 
were about 9 million barrels (Please turn to page 816) 
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KE—NEW YORK AIRBRAKE 





Which is the Better Holding? 


Relative A 


Two Leading 


dvantages in 


Manufacturers 


BY STEPHEN VALIANT 


ArrsRAKE and New York Airbrake, 
through cross-licensing agreements, have a virtual mo- 
nopoly on the railroad airbrake equipment business in 
this country, the former unit normally obtaining from 
70 to 75 per cent of the total business and the latter the 
balance. Westinghouse has considerably broader inter- 
ests in the railway equipment field and also has outside 
activities of less importance. Its subsidiary, Union 
Switch and Signal Co., is well entrenched as one of 
the two leading manufacturers of signal and safety 
equipment. Another subsidiary, American Brake Co., 
produces brake foundations for locomotives. Foreign 
subsidiaries operate in several important European 
countries. In association with Bendix Aviation, airbrake 
devices for heavy motor vehicles are manufactured. The 
parent company and subsidiaries have other industrial 
outlets for valves, friction gear drives, air compressors, 
fittings and forgings. Because of these varied interests 
Westinghouse’s recent sales volume has run better 
than five times the sales volume of New York Airbrake. 


Since New York Airbrake has been almost solely de- 
pendent upon sales and repairs of braking equipment 
during the depression, activities were on a severely re- 
stricted basis from 1930 to 1935 and except for a nomi- 
nal profit in 1934, varying deficits were reported 
throughout this period. 

Westinghouse with its more diversified interests and 
a substantial investment account was able to report a 
small profit in every year of the depression except 1933 
when a small deficit equal to about 20 cents a share 
was shown. Income from marketable investments (val- 
ued at around 1444 million dollars at the end of 1936) 
has averaged about 50 cents a share, however, and with- 
out this non-operating income the company would have 
been unable to report a profit from 1931 to 1936. 

The value of Westinghouse’s investment account, ex- 
ceeds the book value of its plant account. This factor, 
plus the subnormal volume of rail equipment business 
during the depression, largely destroys the value of ratio 
calculations in making any current comparative ap- 

praisal of these companies. In addi- 





Westinghouse Airbrake vs. New York Airbrake 


tion, the large investment account of 
Westinghouse and the extent to which 
non-operating income has offset op- 
erating losses, greatly distorts statis- 


Westinghouse New York Percent of cal comparison between the two com- 
3 Year Average Airbrake Airbrake Col. 2 to Col. 1 ss Th l . : 

Sales (000 omitted) ....... Pe Sos boat ons Pre. $14,890 $2,769 18.6% panies. he Sverage Sales, Carnings 
Cost of Sales (000 omitted)... 2.26... eeee $14,446 $2,470 17.1% and operating ratios calculated in the 
Operating Ratio (Based on 3 year tctals)....................... 97.3% 89.1% 91.6% 1 } _ 
NID 5a oo a's 6a 5'e'ecseonss vosveasaear *$2,376 $239 10.0% ey —— ere table is 
SPEER A cee anbeeued $0.77 $0.92 119.4% confined, therefore, to the past three 
Sales to Plan: Invest.......... Rt RNa RECS «5 iol Right pale wate ees ook $1.3 $0.86 66.1% years of general recovery in business 

i for the airbrake manufacturers. Even 
Number of Shares no par.......... ... 3,107,330 259,120 8.3% then due allowance must be made for 
Market Valuation of Shares.......... .. $88,550,000 $12,566,300 14.2% . : ° ° 
Total Assets (000 omitted)... .... $54,010 $13,364 24.8% the wide difference rere eee orate 
eco adoxud ones vats $1.79 $2.94 164.1% set-up, operations and investments of 
oa To eee ee $1.28 $3.53 276.0% the two concerns. 
% Increase from 1936.............. LPL E ROE Bees = 198% 180% 91.0% 4 we. ° 2° 4 
Ratio Current Assets to Liabilities. . ic alate hie, ae 5.3 5.4 102.1% When making statistical COompari- 
Book Value Bec. 31, 1936.......... Beater ele Lohan e Jes $14.88 $28.29 190.0% sons between these companies, it is 
i eee eae eek cd CNeues be p in cee dea eeneane 15.9 16.5 96.5% well to fix a base, which allows for 
Ss eae ee whee ose 281% 4812 155.9% 


*—Before extraordinary charges. 


the great difference in their size. As 
shown in the accompanying tabula- 





tion, New York Airbrake is capital- 
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The modern fast freight made up with perhaps as many as one 
hundred and ten cars requires rugged braking equipment, not merely 
as a safety factor, but to permit efficient operation and reduce wear 
For this purpose the "AB type" airbrake, shown 
here in a hopper car installation, was designed. The Association of 
American Railroads now requires that all new or rebuilt freight 
Before the end of 1944, 
all freight cars—new and old—in service must have the AB brake 
Both Westinghouse and New York Airbrake 


and tear on trains. 


cars must be equipped with the new brake. 


as standard equipment. 
manufacture the new brake. 


ized with 259,120 shares, whereas Westinghouse is capi- 
talized with 3,107,330 shares, both issues being no par 
value and representing the sole capital liability of each 
company. From the standpoint of number of shares into 
which equity is divided New York Airbrake has only 
8.3 per cent the number of shares of Westinghouse and 
on the basis of the recent stock market valuation of 
these equities, the smaller company is 14.2 per cent of 
the larger company. These percentage figures should be 
constantly kept in mind as a “yardstick” to measure 
other percentage comparisons. In average sales during 
the past three years, the 18.6 per cent ratio of New York 
Airbrake to Westinghouse is thus seen to be higher than 
either the share ratio or the market valuation ratio. 
In average net income, New York Airbrake’s percentage 
is smaller than the market valuation ratio. In asset 
values, New York Airbrake’s ratio is considerably larger 
than the capitalization ratios. 

The comparative data given in terms of “per share” 
figures, however, makes full allowance for capital differ- 
ences and consequently can be compared on an absolute 
basis without distortion. Average per share earnings for 
the past three years, for instance, make a moderately 
more favorable showing for New York Airbrake, not- 
withstanding the fact that operations in the first two 
years of this period showed a net deficit. With non- 
operating income of Westinghouse bolstered in 1936 by 
a credit of over $1,800,000 representing profits realized 
in the sale of securities, the per share results of New 
York Airbrake, nevertheless, were more than 114 times 
that of its larger competitor. In the first half, per share 
earnings of New York Airbrake were about 2°4 times 
that of Westinghouse, a considerably higher increase in 
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percentage than the current market appraisal of the two 
issues reflects. Thus, the latest available earnings data 
suggests that New York Airbrake earnings have not 
only recovered more rapidly, but are holding this gain 
under conditions recently prevailing in the airbrake field. 

Prospects of railroad equipment makers generally are 
regarded as being fundamentally favorable, because of 
the deficiencies in equipment purchases and repairs 
which the railroads were forced by circumstances to 
build up during the business depression. With larger 
traffic volume greatly reducing surplus equipment, the 
rails have begun to take account of their probable equip- 
ment needs. However, earning power to finance such 
requirements is an equally important factor and, for 
some time now, mounting costs have produced a less 
favorable picture of rail earnings. For the moment, con- 
siderable uncertainty prevails as to equipment purchases 
over the nearer term, notwithstanding the reassuring 
longer term prospect that large equipment efficiencies 
must ultimately be made up in the interests of main- 
taining operating efficiency in railroad transportation. 

Westinghouse and New York Airbrake, not only stand 
to benefit from the basic longer term prospects of the 
equipment makers in general, but in addition enjoy a 
particular advantage in a large volume of replacement 
business. Such business is assured by the program of 
the railroads to standardize on new brake equipment for 
all old and new cars. The new AB brake which is manu- 
factured by both Westinghouse and New York Airbrake 
under cross-licensing arrangements has been specified by 
the Association of American Railroads as standard equip- 
ment on all new freight cars and since August 1, last, 
all rebuilt cars are required (Please turn to page 812) 
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Some Stocks Resisted Decline 
Others Fell More Than Average 


Which Offer Best Opportunities Now? 


BY EDWIN A. BARNES 


As the flood waters of stock market liquidation give 
evidence of receding, it is timely to survey the changed 
scene, focusing attention upon the action of individual 
issues. So sweeping was the decline in security values 
that practically no issue of importance was spared. Of 
the 43 industrial groups comprising THe Macazine oF 
Wa. Srreet’s common stock price index, 42 made new 
lows for the year in the week ended September 25. 
Measured by this same index, stocks as a whole declined 
32 per cent from August 14, to September 25. 

Throughout this period, however, there were several 
industrial groups which declined less than the market 
as a whole, and similarly there were individual issues 
which offered fairly staunch resistance, experiencing a 
smaller percentage of decline than both their industrial 
group and the general market. On the other hand, a 
sizable number of industrial groups and issues suffered a 
more drastic decline than the average for the entire 
market. 

In the case of those issues which were less sensitive 
to selling pressure, one might assume either the presence 
of favorable factors acting to restrain the effects of 
general market liquidation, or that such issues may be 
more vulnerable to belated selling. As to the issues 
conspicuous by their relatively greater decline, it is to 
be assumed either that selling has been overdone and 
prices unduly depressed, or their immediate outlook is 
devoid of encouraging aspects. 

Which of these several assumptions are the more valid 
can best be determined by singling out various issues 
in each category for detailed examination. The results 
should afford a practical basis for investment action 
at this time. 

One of the outstanding examples of market resistance 
is afforded by International Nickel. Up to September 
25, the decline in this issue was less than 23 per cent as 
compared with 32 per cent for the market as a whole, 
and 35 per cent for fourteen issues in the Mining and 
Smelting group in Tue MaGazine or WALL STREET com- 
mon stock price index. Several factors may be cited in 
support of the market action of the shares. Last year 
International Nickel made the best showing in its his- 
tory, a record, however, which promises to be surpassed 
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in the current year. Earnings in the first six months were 
equal to $1.71 a share on the common stock, as against 
$1.13 a share in the same period a year ago. For the 
full year, profits may amount to better than $4 a share, 
an estimate which takes cognizance of the lower prices 
and reduced demand for copper now in effect. Copper 
production cost, as well as refining and smelting costs 
are quite low and profit margins are still generous. More- 
over a considerable portion of the current copper output 
has doubtless been contracted for at the former 14-cent 
level. 

While a general business recession in the United States 
would be reflected in the demand for nickel, rearmament 
demand abroad come peace or war, appears likely to be 
sustained at a high level. Being a Canadian corpora- 
tion, International Nickel is subject neither to the terms 
of the Neutrality Act nor the surplus profits tax, both 
of which factors have undoubtedly attracted consider- 
able investment buying to the company’s shares, and 
which has refused to be shaken loose by the general 
market decline. Uther elements of internal strength 
include the outstanding success of the company’s man- 
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agement in developing new outlets and uses for nickel; 
the remarkably stable, but economically reasonable, price 
of nickel; the company’s position as a virtual monopoly 
in the nickel industry (accounting for the stable price), 
and its impressive financial strength. All of which 
throws the weight of evidence on the constructive side 
and commends the issue as a desirable investment me- 
dium. 

In the steel group, the diverse market action of two 
leading steel issues is noteworthy (see accompanying 
graph). From August 14 to September 25, National 
Steel declined 24.2 per cent, or about 8 per cent less 
than the market average, and 14 per cent less than the 
average for the twelve issues comprising the Iron and 
Steel group. On the other hand, Republic Steel, a lower 
price issue, declined 42.5 per cent—10.5 per cent more 
than the market and 4.5 per cent more than its indus- 
trial group. 

The resistance displayed by National Steel is partic- 
ularly notable in the face of the fact that the Iron and 
Steel group was one of the more vulnerable declining 
about 6 per cent more than the market as a whole. This 
weakness in one of the major industrial groups can be 
ascribed to investment fears arising from the evidence of 
rapidly declining backlogs, particularly in the heavier 
steel items, and uncertainty over the volume of new 
orders with two important consuming outlets, railway 
equipment and engineering construction, failing to main- 
tain their earlier rate of gains. 

Although the facilities of National Steel are equipped 
to manufacture practically every important steel item, 
with the exception of pipe and wire, about two-thirds 
of the company’s finishing capacity is utilized in sheets, 
strip and tin plate. For this reason the company is 
usually classified as a producer of light steels—used 
principally in the manufacture of tin containers and such 
consumers durable goods as refrigerators, automobiles, 
and furniture. National was the only one of the large 
steel producers to show a profit in each year throughout 
the depression, an achievement which not only reflected 
the more sustained demand for the lighter forms of steel 
during this period, but the company’s advantages in the 
form of up-to-date plants, strategic location of manufac- 
turing facilities and low cost raw materials. Operations 
are completely integrated, the company owns ample raw 
material resources and its plant in the important Detroit 
area is the only one operated there by an independent 
steel unit. An extensive program of expansion has 
practically tripled productive capacity and by the end 
of the current year, the company’s annual ingot capacity 
will amount to 3,400,600 tons and entitle National to 
the rating of fifth largest steel producer. 

In the first half of this year National Steel earned the 
equivalent of $5.40 a share on the common stock, com- 
paring with $2.40 a share in the same months last year. 
For the full year, per-share results should not fall far 
short of $10. Dividends have been paid at the rate of 
6214 cents quarterly and augmented recently by an extra 
of 50 cents. A sizable extra is likely to be paid before 
the year-end but total disbursements may not exceed 
$5 or $6 a share, in view of the heavy outlays made this 
year for plant enlargement. While it might be argued 
that earnings of National Steel from this point on do 
not have the possibilities of expansion comparable to 
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those companies producing the heavier types of steel, 
this point must be considered in relation to the obvious 
fact that present levels for the shares place a very con- 
servative appraisal on earnings both current and po- 
tential. 

Turning to Republic Steel, factors which would ex- 
plain the greater-than-average decline which the com- 
pany’s shares experienced are not readily at hand. Previ- 
ously, the shares had apparently acquired a fairly large 
speculative following, attracted by the rapid earnings 
recovery being staged by the company, plus the prospect 
that some plan would be formulated for the elimination 
of the balance of dividend arrears on the old 6% pre- 
ferred stock, prior to the end of this year, and thereby 
opening the way for resumption of common dividends. 
It is still possible that something may be done in the 
latter connection this year, but earlier earnings estimates 
will be subject to considerable modification. The costs 
and delays due to the disruption of plant operations as 
a result of the labor difficulties which the company ex- 
perienced earlier this year have taken a fairly heavy 
toll. While most of the other steel units had a very 
profitable second quarter, Republic barely escaped with- 
out a deficit. Net profit in the June quarter was $487,- 
251, comparing with $5,567,063 in the first quarter and 
$2,661,063 in the second quarter of 1936. For the first 
six months net of $6,054,315 recorded an increase of 100 
per cent over the 1936 showing in that period. Per- 
share earnings for the common stock in the first half of 
this year were equal to 88 cents. 

It was officially stated, however, that July operations 
were in the black and results in August and September 
should compare favorably with the company’s showing 
in the earlier months of the year. There was no perma- 
nent increase in wage costs as a result of the company’s 
strike and operations are currently proceeding in a 
normal manner. Backlogs are still quite substantial. 
For the full year the company should earn around $2 
a share, perhaps somewhat better, on the common stock 
now outstanding, which incidentally will be considerably 
more than at the end of 1936. 

Republic Steel has made excellent progress in unifying 
its operations, finances have been strengthened and with 
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capacity enlarged to 6,500,000 tons of ingots annually, 
it is firmly entrenched as the third largest unit. Lighter 
steel items account for about 75 per cent of the com- 
pany’s output, and Republic is ranked as the largest 
domestic producer of alloy steels. Industries served in- 
cluded automobile, metal fabricating, tin container, con- 
struction, railroad and oil. 

There is nothing apparent in the company’s prospects 
at this time which place it at any particular disadvan- 
tage, not shared by the steel industry as a whole and 
with the assistance of further general business recovery 
Republic may well fulfill the earlier earnings promise, 
temporarily blighted by strikes. On the whole there- 
fore the chances are that the substantial decline which 
the shares have had more than discounts the more im- 
mediate modification of earnings prospects, and recently 
prevailing quotations would seem to suggest that the 
issue is a speculative bargain. 

If growing doubts over the business prospect alone 
were responsible for the market decline, surely the 
agricultural implements should have been one industrial 
group in a well fortified position. Bumper crops and the 
promise that farmers would have the largest cash income 
since 1929, opened a clear vista of enlarged demand for 
agricultural implements and supplies. Throughout the 
summer leading issues in this group displayed conspic- 
uous market strength but between August 14 and Sep- 
tember 25, the five issues comprising the Agricultural 
Implements group in Tue MaGazine or WALL Street 
index declined 35 per cent, or about 3 per cent more than 
the market as a whole. Yet so far as the prospect for 
these companies is concerned, they continue to be a 
favored group. It is true that wheat, corn and cotton 
prices have declined but the drop has not been great 
enough to seriously affect the offset of larger crops. 
Higher prices will be received for hogs and cattle; dairy 
products will average higher prices than last year and 
tobacco and vegetable crops will be normal. Moreover, 
the prices which the farmer will receive have increased 
faster than the prices of goods and commodities which 
the farmer buys, to the net advantage of his purchasing 
power. Completing the picture, is the greatly improved 
financial status of the farmer. The rising trend of in- 
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come over the past several years has enabled him to get 
out of debt, reduce his mortgages, and interest charges 
have been lowered. 

International Harvester, the leading manufacturer of 
farm equipment and supplies, will “cash in” heavily on 
the restoration of farm prosperity. The company’s 
shares marketwise recorded an impressive performance. 
They declined only slightly more than 25 per cent—7 
per cent less than the market and 10 per cent less than 
the Agricultural Implements group. It is confidently 
expected that the company’s report for the fiscal year 
ending October 31 will disclose earnings larger than in 
1929. In the latter year, net after preferred dividends 
was equal to $7.11 a share. Earnings this year should 
be around $7.25 a share. Including the recent extra 
of $1.50 a share, dividends on the common totaled $4 for 
the current fiscal period. A large part of the working 
capital is in the form of receivables and for this reason 
the company is more or less compelled to be guided 
accordingly in the matter of dividends. Last year, 
Harvester retained $13,500,000 out of earnings, on which 
it paid a surplus profits tax of $2,000,000. At recent 
levels around 94, the company’s shares are selling some 
25 points under their 1937 high, a sufficient discount to 
lend considerable investment appeal to the issue. 

Offering sharp contrast to the market performance of 
International Harvester the shares of Oliver Farm 
Equipment Co., declined more than 38 per cent between 
August 14, and September 25. Recently the shares have 
been quoted around 47, some 25 points under their 1937 
high. The drastic recession which the shares have ex- 
perienced in a large measure reflects their relatively 
greater speculative character. Yet considerable justi- 
fication could be found for the market appraisal, even at 
their previous high, above the 70 level. Earnings this 
year were understood to be running close to a rate of 
$10 a share, or more than double the $4.24 a share 
earned on the smaller number of shares outstanding last 
year. Including the 68,018 shares sold earlier this year, 
there are outstanding 340,000 shares of capital stock. 
The company also has outstanding $6,600,000 5% notes 
due November 30, 1938, and under the terms of this 
obligation the company can pay no cash dividends so 
long as the notes are outstanding and unpaid, without 
the consent of bankers. For this reason the company 
is not subject to the surplus profits tax. This restriction, 
which was probably of no material significance so long 
as the shares carried the promise of price appreciation, 
may have contributed to the selling when the market 
trend reversed. Frankly speculative, the shares never- 
theless embody elements which under more propitious 
market conditions, would entitle them to a worthwhile 
recovery from recent levels. 

Of the various industrial groups comprising THE 
MacGaZINnE OF WALL StrEET index, the Petroleum group 
was one which declined less than the general market. 
The 24 issues used in this group showed an average de- 
cline of 28 per cent. As in other groups, however, the 
decline in individual issues was not uniform. Texas 
Corp., declined nearly 31 per cent, slightly less than 
the market as a whole, while the shares of Continen- 
tal Oil lost only 21.3 per cent of their market value 
between August 14 and September 25. 

The action of Texas Corp., (Please turn to page 812) 
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HERSHEY CHOCOLATE 


CORP. 





A MAN who seeks capital appreciation in his security 
purchases will confine himself pretty much to the field 
of heavy goods—to industries which lead a “feast to a 
famine” existence. There are, however, always those 
who want stability of income above all else and for 
these the field of consumers’ goods will prove the richer. 
The demand for foodstuffs and the like varies little be- 
tween boom and depression and this inherent lack of 
fluctuation in the physical volume of business done is 
a trait which the true investor prizes. Because it rep- 
resents the senior claim to the earnings and assets of a 
consumer business whose name is known throughout 
the country, the preference stock of the Hershey Choco- 
late Corp., deserves to be considered carefully by a man 
whose search is for income. 

The company is the largest manufacturer of cocoa 
and chocolate products in the United States and is be- 
lieved to do not far from half the business done in this 
field. Hershey’s best known product is the chocolate 
bar to be found on every candy stand. The full line, 
however, includes also breakfast cocoa, chocolate syrup 
for soda fountains, a cocoa-milk beverage and various 
candies. Somewhat more than fifty per cent of the com- 
pany’s business is in packaged products, the balance 
comprising sales in bulk. 

The Hershey Chocolate Corp.’s plant is located at 
Hershey, Pennsylvania, right in the heart of an impor- 
tant milk producing region. The town, a model com- 
munity, is named after the founder of the company. In 
addition to the main plant, the company owns milk- 
collecting stations, creameries and an office building in 
New York City. 

Although the point was made at the beginning of this 
discussion that a company manufacturing a line of con- 
sumers’ goods such as the Hershey Chocolate Corp. 
enjoys a relatively stable physical volume of business, 
this is not to deny that there can be a considerable vari- 
ation in dollar sales and in profits. Hershey’s chocolate 
bars are sold at a fixed price, but more are sold in some 
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Good Income Well Protected 


Cumulative, Convertible, Participating Preferred 


In Favored Position 


BY W. M. TRAINOR 


years than in others and this, coupled with the variation 
of selling prices in bulk goods, accounts for ups and 
downs in the volume of dollar sales. To some extent it 
accounts also for changes in earning power, although 
profit margins are the principal factor here. Vast quan- 
tities of cocoa, sugar and milk are used and, when the 
cost of these is high, profits tend to be squeezed against 
a fixed selling price for the major part of the line. While 
the fluctuations in profit margins are minimized as much 
as possible by increasing and decreasing the size of the 
bars, complete stability cannot, of course, be attained. 

It was because of the higher cost of the principal 
ingredients used by the company that Hershey’s net 
income for last year fell to $3,729,919 from the $5,051,- 
220 reported for 1935. These two figures are equivalent 
to $14.69 and $19.90 respectively on the outstanding 
preference stock. The report for the first half of the 
present year shows some recovery of earning power, net 
income being equivalent to $7.94 a share on the pref- 
erence stock, against $7.41 (Please turn to page 814) 





Hershey Chocolate Corp. 


(Six months to June 30) 








1937 1936 
Gross profit on Sales................ . $5,275,221 * 
Selling and other expense......... 2,501,568 * 
Operating profit after depreciation. ..... 2,773,653 2,398,392 
CHRONOS oc bic icecnedcesees 233,777 157,842 
ct 3,007,430 2,556,234 
Cash discounts, etc................ 338,401 339,309 
IEE icieip slo Selecta seesa seen soe odes STA 6. 
PNET iociis visions se occa vere are ox pew nes 616,849 336,104 








CN boo Oh ae a4 cena arate de teibiays oeeS . $2,014,972 $1,880,821 
Earned per share on the preference stock.......... $7.94 $7.41 

*Not reported. 
795 














Installment Credit Terms Tighten 


Ever since the recovery movement 
got under way there has been a 
tendency to constantly ease the 
terms of installment sales. Down 
payments became smaller or disap- 
peared altogether, while the number 
of monthly installments began to 
stretch far into the distant future. 
Also, under the stimulus of extreme- 
ly easy money rates, the actual cost 
of financing became lower. The re- 
sult, of course, has been an enormous 
increase in the volume of install- 
ment receivables held by all who 
deal in this type of paper; more- 
over, receivables that were on a less 
sound average basis than at any time 
previously. It seems, however, that 
the dangers in the situation have 
been foreseen in plenty of time to 
avoid serious trouble. Johns-Man- 
ville has announced that the maxi- 
mum time allowed for the payment 
of building materials will now be 
twenty-four months instead _ of 
thirty-six months as was the case 
previously. The two big installment 
finance companies, Commercial In- 
vestment Trust and Commercial 
Credit, have both tightened the 
terms under which automobiles and 
household equipment may be bought. 
Other companies are following suit. 
Apart from the very natural desire 
to protect themselves, responsible 
finance companies were given an 
added incentive to keep their busi- 
ness on a thoroughly sound basis 
when the Federal Reserve Board re- 
cently made installment paper eligi- 
ble for rediscount at the Reserve 
Banks at the regular rate. Deny it 
if you will, but something of a finan- 
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cial stigma still attaches to install- 
ment paper, although it is apparent 
that it is being gradually lived down 
as the years go by. Currently, the 
stocks of finance companies can be 
bought on an exceptionally high 
yield basis: steadily increasing re- 
spectability, however, can mean 
nothing less than a lower yield 
basis and _ consequently _ higher 
prices. 


Cudahy Passes Preferred and 
Common Dividends 


Remembering that never once, 
even during the worst of the depres- 
sion, did the Cudahy Packing Co. 
falter in the payment of preferred 
dividends and in making a substan- 
tial distribution to common stock- 
holders, it came as something of a 
shock when the company recently 
passed not only common dividends 
but the preferred as well. The ex- 
tent of the shock may be gauged 
by the fact that the common lost 
ten points on September 21, or al- 
most a third of its value. The com- 
pany’s bonds and preferred stocks 
were also weak. It appears that the 
droughts in recent years in the ter- 
ritory in which the company oper- 
ates have greatly reduced the supply 
of livestock and that this, coupled 
with increased wages, taxes and 
other costs, makes the near-term 
outlook for profits a somewhat du- 
bious one. According to the by-laws, 
preferred dividends need not be paid 
unless earnings reach a set figure. 
Apparently believing that the figure 
may not be reached, it was decided 
to pass all dividends and bolster 


working capital. The company 
states, however, that should its posi- 
tion prove to have been unduly 
pessimistic when the final report for 
the year is available it will immedi- 
ately rectify the omission of the 
semi-annual preferred dividends 
due November 1. In any event 
these preferred dividends are cumu- 
lative. 


Consolidated Edison 


After repeated extensions of time, 
revisions and objections, to say noth- 
ing of some startling market gyra- 
tions in the shares of N. Y. Steam, 
announcement was recently made 
that more than the necessary two- 
thirds of N. Y. Steam preferred 
stockholders had approved the ac- 
ceptance of Consolidated Edison’s 
offer of exchange. Holders of N. Y. 
Steam 7% preferred stock will re- 
ceive $5 preferred of Consolidated 
Edison, share-for-share, while hold- 
ers of the 6% preferred will receive 
nine-tenths share of Consolidated 
Edison preferred. Acceptance of this 
plan will now enable Consolidated to 
merge N. Y. Steam into its own cor- 
porate set-up. 


So It's Come to This 


In a desperate effort to avoid the 
threatened tie-up of its service by a 
labor strike, Chairman G. N. Dahl 
of the Brooklyn-Manhattan Transit 
Corp., submitted a most unusual 
proposal to its employees. For the 
year beginning October 1, em- 
ployees of the company would be 


THE MAGAZINE OF WALL STREET 











Vl wa CY ‘ 


-— 





given all earnings remain- 
ing after operating ex- 
penses, interest, preferred 
dividends and deductions 
of funds to provide for 
bond maturities. Recently 
the company passed _ its 
common dividend, late 
earnings having been in- 
sufficient to justify a dis- 
bursement. The B.M.T. 
system has suffered a con- 
siderable diversion of traf- 
fic to new lines of the mu- 
nicipally owned system and 
costs have risen substan- 
tially. In the circum- 
stances, employees’ share 
of earnings might well 
prove more fancy than fact. 
Granted that the position 
in which the B.M.T. now 
finds itself is due largely 
to conditions beyond the 
control of the manage- 
ment, the ends to which it 
has been compelled to go 
to maintain its solvency 
strongly emphasize that 
sooner or later the “ability 
to pay” is a factor which 
must govern costs and 
wages. 


American Smelting 
Dividends 


The recent payment of a 
“special” dividend of $1.75 
by American Smelting & 
Refining Co., brings total 
dividend payments _ this 
year up to $4 a share for 
the common. Last year to- 
tal dividends amounted to 
$4.05 a share and unless 
earnings in the last half of 
the year are sharply lower 
(an unlikely prospect at 
this time) a final dividend 
of at least $1 is a reason- 
able expectation. Net in- 
come of $9,625,000 in the 
first six months of this 
year was equal, after pre- 


ferred dividends, to $3.38 a share on 





Developments in Companies Recently Discussed 


Westinghouse Electric & Mfg. Company has 
experienced some falling off in new book- 
ings, notably in such merchandising lines 
as electric refrigerators and other ap- 
pliances purchased by individual consum- 
ers. Reflecting, however, the increased 
volume of orders for heavy equipment, it 
is probable the third quarter orders were 
higher than they were a year ago. Al- 
though it has been necessary to modify 
earlier earnings estimates somewhat, com- 
pany should earn in the neighborhood of 
$7 a share this year. 


Pan-American Airways. Company's shares 
were recently split two-for-one, following 
which a dividend of 25 cents was declared. 
The most recent payment compares with 
three successive disbursements of 25 cents 
each on the old stock. 


Corn Products Refining. Although the com- 
pany has declared the regular 75-cent 
dividend, it was officially intimated that 
third-quarter earnings would fall consider- 
ably short of meeting dividend require- 
ments. Lower earnings will reflect the 
adverse effects of combined high corn 
prices, inventory adjustments and reduced 
business volume. These conditions, how- 
ever, are likely to prove more or less 
temporary and should be adjusted to the 
company's advantage as the new crop of 
lower priced corn becomes available. 


American Brake Shoe. Earnings are less sen- 
sitive to railway operating results than 
in the case of manufacturers of the heavier 
types of railway equipment. Moreover, 
operations are given a measure of stability 
through the more sustained automotive de- 
mand for such products as castings and 
brake materials. Recent estimates indi- 
cate earnings above $3 a share, after pre- 
ferred dividends, for the first nine months. 
This would compare with $2.04 on a 
smaller number of shares in the same months 
of last year. 


Montgomery Ward. Company's report for the 
six months ended July 31, revealed an in- 
crease of nearly 28 per cent in sales over 
the same period of 1936. Net income equal 
to $1.60 a share was up 27 per cent over 
last year. The second half of the year is 


normally the heaviest for the company, 
contributing 65 per cent of total profits 
last year, and the final six months this 
year promises to do as well, if not better. 
The latest balance sheet discloses a sub- 
stantial increase in inventories, from which 
it may be inferred that the management is 
not only confident over the fall prospect, 
but the stability of the retail price struc- 
ture, as well. 


American Cyanamid. Announcement was re- 


cently made of the company's plans to 
create a new $2,500,000-share issue of 5% 
convertible preferred stock, par $10. 
Class B common shares will be increased 
from 3,000,000 to 3,620,000 shares. The 
new preferred will be convertible into the 
common at the rate of one share of com- 
mon for each four shares of preferred 
until December 31, 1938, after which the 
ratio of preferred stock will be increased. 
Apparently it is the intention of the com- 
pany to utilize the new issue of preferred 
to augment cash dividends in order to con- 
serve working capital for expansion pur- 
poses. 


Colorado Fuel & Iron. Company's report for 


the fiscal year ended June 30, last, the 
first year of operations under the present 
capital set-up, revealed earnings of $1,- 
207,849, equal to $2.18 a share for the 
capital stock, after interest on general 
mortgage and income bonds. 


Briggs Mfg. Following the failure of the pro- 


posed merger with Motor Products to be 
consummated, company has announced 
plan: for the erection of a new plant, 
costing, 53,000,000 and scheduled for com- 
pletion next spring. Initial production will 
be limited to automobile body mouldings 
but, according to reports, instrument 
panels and other stampings may be added 
later. 


United Aircraft. Third quarter operations are 


reported to have been at record breaking 
levels. Despite heavy deliveries this year, 
unfilled orders are understood to be the 
largest in the company's history. Earnings 
for the first nine months of this year were 
probably upwards of $1 a share, compar- 
ing with 38 cents a share in the same 
months last year. 





Electrified Farms 


thecommonstock. Inthecorrespond- 


ing period a year ago, and on the basis 
of the present amount of stock out- 
standing, net was equal to $2.51 a 
share. Earnings for the full current 
year are likely to be upwards of $6 
a share, amply justifying dividends 


of $5. 
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In the first six months of this 
year 119,342 farms were wired for 
electric current. The number of 
farms now receiving electric service 
totals 1,138,335. Despite the prog- 
ress which has been made in rural 
electrification in recent years, more 


than 82 per cent of occupied farm 
dwellings are still without electric 
service. In a survey conducted 
along three representative lines 
serving farm homes in Wisconsin, 
it was found that the average in- 
vestment in wiring and appliances 
was between $334 and $393 per 
farm electrified. 
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THE BUSINESS ANALYST 





Jaking. the Pulse of Business 


icin is wondering what bear- 
ing the stock market slump may 
have upon business prospects. In 
seeking an answer to this important 
question it will be helpful to note at 
the outset that Government regula- 
tion has made the stock market so 
abnormally sensitive to business 
hopes and fears that the amplitude 
of its gyrations, both upward and 
downward, is bound to be far greater 
than any swing in general business 
activity which the market may be 
striving to discount. For this reason 
it may be taken for granted that 


— Moderate Slackening Expected 
— New Orders Still Light 
— Farm Implement Makers Active 


— Metal Prices Weaker 


Fundamentally, both the stock 
market slump and the minor busi- 
ness set-back which appears to have 
set in since our last issue are prob- 
ably attributable to the shift from 
an inflation to a deflation psychol- 
ogy that took place earlier in the 
year when Government authorities 


also in 1920 and in 1929, failing to 
allow for the momentum which al- 
ways carries business along the old 
trend for a while after the brakes 
have been applied. 

Recently the Administration has 
begun to recognize that it had been 
over-zealous in its efforts to curb 
the inflation boomlet, and is now 
characteristically stepping on the 
accelerator with one foot while hold- 
ing down one of its two powerful 
brakes with the other. In other 
words, excess reserves, which were 

drastically reduced this spring, 





the approaching business reces- 
sion will be much milder than 
the stock market’s weak-kneed 
performance might lead one to 
expect. 

It is especially important to 
bear in mind at this juncture 
that even a more severe decline 
in the stock market than we 
have witnessed can neither cause 
nor be prophetic of a major 
business depression, such as be- 
gan in 1929, unless other eco- 
nomic conditions are also essen- 
tially unstable. Conditions now 
are quite different from what 
they were eight years ago. 
There is no overextension of 
loans on securities, no over- 
expansion of commercial bank 
credit, no overprovision of man- 
ufacturing facilities, no over- 
building, no real estate booms, 








no possibility that a stampede 
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thereby precipitating a wave of 
liquidation in the high grade 
bond market, are now being 
built up again; yet, only a few 
days ago, the President and his 
Secretary of the Treasury re- 
affirmed the Government’s de- 
termination to balance the bud- 
get as soon as possible. Of 
course business would like to 
see the budget balanced, know- 
ing that this will benefit the 
country in the long run; but it 
has been rather maladroit to 
discourage private initiative by 
the contraction of bank credit, 
the discouragement of new 
financing and by taxation while 
the prop of Government deficit 
spending is still in process of 
removal. 

This tapering off of Govern- 
ment deficits at a time when 











private initiative was being dis- 








to hoard gold might weaken our 
commercial banking system, and no 
heavy foreign government balances 
in this country subject to with- 
drawal on demand. Consequently 
there is not the slightest chance that 
a comparatively mild business re- 
cession could develop into a major 
depression. 
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stepped in to curb what then prom- 
ised to develop into a rather dan- 
gerous boom. Of course there was 
no intention at the time of actually 
reversing the business trend, but 
merely to slow down the tempo of 
expansion. But the brakes were 
clamped down too hard, as they were 


couraged from taking up the 
slack would appear to offer ade- 
quate explanation for whatever 
business set-back may take place 
during the next few months; without 
dragging in the unstable situation 
abroad, domestic labor trouble and 
political animosities. Industry has 
expanded for the past few years in 
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spite of these admittedly serious, 
albeit secondary, handicaps. 

If business should fall off mod- 
erately during the fourth quarter, 
as now seems probable, then profits 
may show more than a proportionate 
decline, owing to higher costs; but 
this should be regarded merely as a 
comparatively minor trough in the 
rising tide of prosperity. 


The Trend of Major Industries 


STEEL—While some of the larger 
units continue to produce steel in 
excess of shipments and bookings, 
several of the smaller companies 
which turn out lighter products have 
already brought down their operat- 
ing rate to an even level with in- 
coming business and yet are more 
active than their larger competitors. 
The steel industry as a whole is now 
operating at a rate fractionally un- 
der that of a year ago, having re- 
duced its output by about 10 points, 
or 12%, within the past month. 
One authority expects a drop to be- 
lew 60% in the ingot rate before 
long, owing to the conservatism of 
large consumers, while other trade 
observers regard this prediction as 
unduly pessimistic. Recent reports 
indicate that some vegetable crops 
this year may not run so large as 
originally expected; though the ag- 
gregate demand for tin plate will 
still exceed that of 1936. Farm im- 
plement and tractor makers are still 
doing a rushing business and heavy 
orders are being received from 
abroad, especially for ingots and 
semi-finished steel. Owing to earlier 
over-optimism and the recent taper- 
ing off in steel mill operations, iron 
ore supplies have piled up at Lake 
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Erie docks to the highest level since 
1927, while heavy melting steel 
scrap prices are the lowest since 
last November. All in all, though, 
it would appear that pessimism is 
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being overdone. Some recession was 
to have been expected after the 
spring buying spree, and early settle- 
ment of the railroad labor and rate 
cases should release a considerable 
volume of orders for track and 
equipment steel. 


CONSTRUCTION — In view of 
the swift rise in construction costs 
and the presenti pall of gloom in 
business circles, it should be recog- 
nized that private building opera- 
tions are holding up surprisingly 
well; even though material and 
equipment orders have fallen below 
last year’s levels. Factory construc- 
tion and modernization is proceed- 
ing at the fastest pace since 1929, 
and outlays for this purpose during 
the first eight months in 37 States 
east of the Rockies amounted to 
more than double the sum expended 
in the corresponding period of 1936. 
Contracts for private building opera- 
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tions in August gained 6% over the 
like month of 1936. The real 
slump in building of which so 
much has been heard recently is 
in pullic construction, where sharp 
tapering off is the natural out- 
come of efforts to balance Govern- 
ment budgets. 


RAILS — Although weekly car- 
loadings are reaching to fresh peaks 
for the recovery, the loss of income 
occasioned by dropping of emer- 
gency surcharges and increased out- 
lays for maintenance have caused 
the estimated increase over last year 
in August operating revenues of 
Class I carriers to drop to only 1.3%, 
while net operating income is ex- 
pected to show a decline of 23.7%. 
Outlook for the remainder of the 
year is somewhat clouded by a 
prospective falling off in freight ship- 
ments attendant upon some reces- 
sion in general business activity; but 
the year’s maintenance program is 


now about completed, and consid- 
erable savings will be effected by 
laying off supernumerary road work- 
ers. It is also expected that early 
decision in the wage and freight 
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rate cases will result in sufficient rate 
increases to about offset a moderate 
advance in wages, and that the rail- 
way brotherhoods will agree to drop 
their agitation for shorter train 
lengths, and make other concessions 
as to compensation for short runs 
which would permit further econo- 
mies in operating expenses. Here, 
then, is another field in which de- 
velopments will probably prove that 
pessimism has been overdone. 


METALS — The sharp drop in 
foreign copper quotations, followed 
by a 2-cent reduction to 12c in the 
official domestic price for electro- 
lytic, was a natural sequence to the 
fifth consecutive monthly increase 
it world refined stocks. During 
August, domestic stocks of refined 
and blister copper increased only 
5,000 short tons, while foreign stocks 
gained 14,000 tons. With consum- 
ers looking for some let-down in 
domestic business activity, the price 
reduction has brought out very little 
new buying. Some of the largest 
users of the red metal are believed 
tc have several months’ supplies on 
hand and will draw on this reserve 
until signs of price stability again 
appear. The foreign copper cartel 
has reinstated restrictions suspended 
early this year to 105% of basic ton- 
nages. Visible supplies, however, 
are still relatively low. At 12c, do- 
mestic producers could show very 
good earnings if the volume of sales 
would hold up. A lull in demand 
has brought a quarter-cent reduc- 
tion in lead prices since our last 
issue. It is generally believed, but 
not yet confirmed, that the Govern- 
ment will continue its present silver 
buying policies with only minor 
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alterations after the year-end, when 
present arrangements expire. 


AUTOMOBILES — Compared 
with the like month last year, pas- 
senger cars assembled in the U. S. 
showed an increase of 45%, while 
truck production was up nearly 
70%. September increases will be 
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even greater; but output from now 
on may not be much above the rate 
needed to supply dealer samples 
until the industry can size up the 
volume of consumer demand under 
higher price schedules. Vice Presi- 
dent Charles F. Kettering, of Gen- 
eral Motors, announces that the 
Diesel engine has “definitely ar- 
rived,” and that his company “ex- 
pects enormous railroad business in 
the future, and new plants are going 
up for the construction of railroad 
and commercial vehicle engines . 
the possibilities of industrial devel- 
opment beggar any words you can 
think of.” Of course this is also 
good news for the oil 


in lieu of the present 20 barrels. 


MERCHANDISING — Retail 
sales gains over last year, according 
to unofficial reports, are now rang- 
ing from 8% to 22%, according to 
locality. In the New York area, 
department stores sales for the first 
half of September increased 2.7%. 
Inventories at the end of August 
were still rather high, especially in 
such lines as men’s hats and caps, 
blankets and comfortables, furni- 
ture, women’s sport wear, and radios. 
Despite numerous complaints about 
production costs, many manufactur- 
ers of national brands in a wide va- 
riety of fields are planning to bring 
out lower-price ranges for 1938, to 
forestall consumer resistance, offset 
growing competition from private 
labels, and escape the penalty of 
price-pegging at levels that cut vol- 
ume under fair trade contracts. 


CORN PRODUCTS—Producers 
of products refined from corn expect 
to benefit materially from lower 
costs of raw material after the new 
crop comes upon the market; but 
are at present marking time owing 
to prohibitive scarcity prices for the 
vanishing old crop. 


UTILITIES— Moderate slacken- 
irg in general business activity has 
caused the spread over last year in 
electric power output to narrow 
down to around 5%. While the 


stock market would seem to have 
gone a long way toward discounting 
the worst in this industry, there is 
nothing especially encouraging to be 
found in the President’s recent 
speeches reiterating his intention to 
go with the construction of compet- 
ing water power projects, nor in re- 
ports that the Federal taxing power 
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may be used to expedite a “volun- 
tary simplification” of utility hold- 
ing company systems. 


CONTAINERS—Large crops of 
peas and corn foreshadow a large 
canning pack, and should more than 
offset the somewhat lower supplies 
of tomatoes and salmon. Leading 
makers of tin containers have ample 
inventories and contract prices will 
be adjusted to the recent increase 
in tin plate prices. 


Conclusion 
Developments during the past 
fortnight have made it clear that 
new orders booked 





industry; but not so 
favorable to coal, in 
its longer range as- 
pects. 


OIL —In spite of 
curtailment orders, 
new wells are being 
brought in so fast 
that little progress 
has been made dur- 
ing the past fortnight 
in curbing the exces- 
sive production of 
crude. In the East 
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Texas Field, oil is be- | -|—}- 


ing drawn out so fast 
that bottom hole 
pressures are falling 
noticeably, and ex- 
perts are advising 
that the daily allow- 
able be reduced to 
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| are not flowing in 
fast enough to 
avert some slacken- 
ing in general busi- 
ness activity during 
the fourth quarter. 
This comes as a 
rather belated after- 
math of deflationary 
measures inaugurated 
by the Administra- 
tion earlier in the 
| year. Economic con- 
7 |f ditions are at pres- 
so if ent fundamentally so 
sound, however, as to 
preclude the possibil- 
ity that this com- 
paratively mild pe- 
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RB | Re” lee 45.2 28.9 31.3 28.9x 30.0 
175.6 142.5 Sec 171.2 137.1 147.4 137.1x 143.9 
97.4 76.6 3 Telephone & Telegraph. . 85.3 49.7 54.3 49.7x 53.1 
83.5 62.0 i eer 91.8 55.8 61.0 55.8x 58.3 
20.9 10.6 4 Tires & Rubber........... 29.2 16.4 18.8 16.4x 18.0 
TODS STB 4 TORRES... ccccescscsce 99.4 77.6 80.5 77.6x 80.2 
FER CID § TOGOR..... 0 cccessssce 71.9 24.5 31.9 24.5x 31.9 
369.2 232.5 4 Variety Stores........... 346.8 204.2 228.3 204.2x 222.9 
x—New LOW this year. 
DAILY INDEXES OF SECURITIES 
N. Y. N. Y¥. Times 
Times Dow-Jones Avgs. ——-50 Stocks. 
40 Bonds 30 Indus. 20 Rails High Low Sales 
Monday, Sept. 20...... 80.75 155.56 41.80 113.78 110.88 1,550,350 
Tuesday, Sept, 21...... 80.76 156.56 42.31 115.50 113.50 981,550 | 
Wednesday, Sept. 22... 80.76 157.45 42.33 115.23 113.60 739,280 
Thursday, Sept. 23...... 80.41 153.98 41.25 114.30 111.86 887,250 
Friday, Sept. 24........ 79.58 147.38 39.67 110.64 106.92 2,482,010 
Saturday, Sept. 25...... 79.18 147.47 38.93 108.87 106.83 1,469,520 
Monday, Sept. 27...... 79.09 152.03 40.40 110.74 106.61 2,209,430 
Tuesday, Sept. 28...... 79.25 153.16 40.83 112.57 110.09 1,307,540 
Wednesday, Sept. 29... 79.48 154.70 41.31 112.83 109.47 1,353,530 
Thursday, Sept. 30..... 79.75 154.57 41.25 115.07 112.57 1,045,498 
Friday, Oct.1......... 79.96 153.89 40.69 113.24 111.12 673,845 
Saturday, Oct. 2....... 80.10 154.08 41.06 112.53 111.85 285,220 
STOCK MARKET VOLUME 
Week Ended Oct. 2 Week Ended Sept. 25 Weert Ended Sept. 18 
6,875,063 8,109,960 7,623,110 
Total Transactions Same Date Same Date 
Year to Oct. 2 1936 1935 
301,651,693 357,650,408 239,163,811 
Note: Latest figures compiled as of Oct. 2. (b)—1,000 Crows tes tome, 9p Ryo Age 25-27- 
100. (d)—F. jocge——37 s sans, le pal g Bradivet Cron bor Bureau. '23-25- 
100. *--000 omitted. Week ended Oct. ‘000° pe *— ron Age 
Eaanetn. July. As—August. 


Latest Previous Year 
MONEY RATES Week Week Ago 
Time Money (90-day). ..... 114% 114% 14% 
Prime Commercial Paper... . . 1% 1% %@1% 
CO AONE rs ccs eseavcc cs 1% 1% 1% 
Re-Discount Rate........... 1% 1% 11k% 
CREDIT 
Bank Clearings, N. ¥.t...... $3,103 $4,075 $3,492 
Bank Clearings 
(outside N. Y.)T.......-- 2,118 2,427 2,055 
Brokers’ Loans, F R-7....... 1,030 1,074 1,008 
Last 
Sept. 1 July 1 Year 
Brokers’ Loans N. Y.S.E.T... $1,186 $1,173 $973 
New Corporate FinancingT. . 54Ag 107J1 224 
Latest Previous Year 
COMMODITY PRICES Week Week Ago 
Finished Steel* c per Ib...... 2.605 2.605 2.197 
Pig sron* $ perton......... 23.25 23.25 18.73 
Steel Scrap* $ perton...... 17.58 18.25 16.75 
Copper, $ per lb........... 13 of .0975 
Lead, $ per lb. N. Y........ .06 .065 .0460 
Zinc, $ per lb. N. ¥........ .076 .076 .052214 
ee) > re 57875 5975 -4540 
Rubber, ~ per Ib.. 1796 .18% -1614 
Crude we (Mid- Cont. ), Se per 

SRR? 1.27 1.27 1.17 
Sugar, raw, $ per Ib......... -0320 -0333 .0335 
Silk, raw, $ perlb......... 1.72 1.85 1.69 
Wool, raw, $ perlb........ :98-1.00 .98-1.00 89 
Wheat, Price, Dec., $ per bu. 1.0814 1.05%, 1.14% 
Cotton Price, Oct., $ per Ib. . .0832 .0839 .1199 
Corn Price, Dec., $ per bu... 6954 65 94/4 

Year 

KEY INDUSTRIES Aug. July Ago 

Steel Ingot Prod. (6) (tons)... 4,862 4,557 4,195 
U. S. Steel Corp. Shipments 

oe ae 1,108 1,187 924 
Pig! ron Production (b) (tons). 3,606 3,499 2,712 
Operating Rate, % Capacity . 74.0§ 77.0 75.5 
Auto Production........... 405,064 456,909 275,934 
Bldg. Contract Awards d)*.. $285,104 $321,603 $275,281 
Residen‘ial Bldg. (d)*...... 73,448 81,046 100,522 
Engineering Contracts*...... 170,068 260,001 192,317 
Cotton Consumption (bales)* 604 583 574 
Mach. Tool Orders, '26— 

eres Siysarai ord <q aid ace 179.8 171.1 127.5 

La‘est Previous Year 

Week eek go 

Oil Prod., daily aver. bbls )* 3,666 3,671 3,030 

Stocks of Gasoline* (bbls.) 65,620 66,057 58,083 

Elec, Pwr. Output (kwh)i. 2,266 2,281 2,157 

Capital goods Activity (c) 82.8 88.6 75.6 

Latest Previous Year 

TRANSPORTATION eek Week Ago 

Carloadings*.............. 840 827 807 

Miscellaneous Freight*®... .. 338 334 334 

Merchandise, L.C.L.*...... 173 173 172 

Year 

TRADE Aug Juy Ago 
Dept. Store Sales '23-25— 

SEE s sins vciiaisicdinee d's 91 94 86 
Mail Order Sales®......... $69,616 $66,997 $64,470 
Merchandise Imports*...... 245,707 265,349 193,073 
Merchandise Exports*...... 277,695 267,185 178,975 
Business Failures (F)......... 707 618 655 

Year 

EMPLOYMENT Aus. July Ago 
Ee 102.2 101.4 93.5 
Durable Goods Industries (G) 98.1 98.9 84.7 
Consumers Goods (G)...... 106.6 104.1 102.8 
Factory Payrolls (G)........ 103.7 100.4 83.5 















































































The Personal Service Department of Tae Magazine or Watt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber, use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Union Carbide & Carbon Corp. 


I took a nice profit in Union Carbide early 
this year, having luckily acquired it at 40%4 
in 1933. I believe I'll buy into it again. Does 
# warrant acquisition now around 18 points 
below its 1937 high? Are labor demands, 
mounting costs and taxes likely to retard 
it?—L. S., Salt Lake City, Utah. 


Throughout the depression, Union 
Carbide & Carbon Corp. never 
showed a loss and never passed a 
dividend. The year-end statements 
for a number of years have indi- 
cated a policy of maintaining cash 
funds in excess of all current liabili- 
ties. However, the management has 
not hesitated to dip into cash funds 
in excess of earnings to pay divi- 
dends in lean years. The gross sales 
of the corporation tend to conform 
with general business activity. Al- 
though the principal consuming in- 
dustry is the steel group, the com- 
pany has numerous other outlets, 
providing consumers’ goods as well 
as producers’ goods. The produc- 
tion facilities of the organization are 
kept at a high state of efficiency. 
In general, the principal raw ma- 
terials include limestone, coke and 
electricity. From this starting point, 
a wide variety of products are pro- 
duced, including: carbon electrodes, 
carbon brushes and specialties, alco- 
hol, solvents, plastics, industrial and 


household gases, graphite products, 
flashlights, batteries and metal al- 
loys. The field of alloys is one of 
increasing importance both in the 
metal industries and from the stand- 
point of the company. Fortunately 
the company as a chemical pro- 
ducer does not lean heavily on the 
production of low-margin heavy 
chemicals. Marketwise, there is a 
tendency for the share prices to 
follow trends in the steel issues but 
only to a degree, because of more 
stable and diversified income. Taxes 
and costs are undoubtedly on the 
rise, conditioned however by the 
fact that employees’ earnings have 
been better than average and no 
tax expense will be incurred on un- 
productive property. If business 
activity continues to be satisfactory, 
the company is not likely to dis- 
appoint from the earnings stand- 
point. We regard the issue as suit- 
able for inclusion in portfolios of 
well selected equities and approve 
of acquisition of shares as a longer 
term medium, at or near present 
levels. 


Sharp & Dohme, Inc. 


Late in 1934, I bought 300 Sharp & Dohme 
at 91% upon the advice of a friend that de- 
mand was rapidly increasing for its biological 
and pharmaceutical preparations. Its decline 
this year doesn’t bother me as I consider it 
a long-term speculation. What are your 
views in this respect?—S. M., Columbus, 


Ohio. 


Sharp & Dohme, Inc., manufac- 
tures pharmaceutical and biolegical 
products including antitoxins, se- 
rums, vaccines, antiseptics, medi- 
cines and related products. After 
an experiment with the promotion 
of products direct to the public, the 
company resumed its former policy 
of confining merchandising to the 
drug and professional fields. As such, 
the products of the company meet 
the exacting requirements of medical 
organizations and are conservatively 
represented. In general, the earn- 
ings over a period of years have 
been adequate to provide fair pro- 
tection to preferred dividends, but 
have left only a narrow margin of 
earnings for the common. In the 
last six years, deficits on the com- 
mon were reported in three years, 
the largest deficit being 13 cents per 
share in 1932, and net earnings in 
three years, the largest being that 
reported for 1936, namely, 41 cents 
per share. Although the company 
has no funded indebtedness, 229,085 
shares of $3.50 cumulative convert- 
ible Class “A” preference stock pre- 
cede the 776,627 common shares. 
The year-end balance sheet exhib- 
ited an unusually strong cash and 
working capital position with cash 
and Governments over four times 
in excess of current liabilities. Dur- 

(Please turn to page 807) 





When Quick Service Is Required, Send Us a Telegram 
Prepaid and Instruct Us to Answer Collect. 
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Weekly Bulletin 


Our WEEKLY BULLETIN of eight pages 
is mailed every Tuesday. It carries con- 
tinuing recommendations on all of our 
open commitments—Trading Advices, Bar- 
gain Indicator, Unusual Opportunities, In- 
vestment Securities for Income and Price 
Enhancement, also Speculative Securities 
for Price Appreciation. It contains up- 
to-the-minute forecasts of the Technical 
Position of the Stock Market, The Busi- 
ness Outlook, Trade Tendencies and many 
informative charts and tables. Air Mail 
Service will be provided without charge 
in the United States and Canada. 





Private Code 


. The INVESTMENT ome 
ey he BUSINESS FORECAST 

=o ue - 
mre a nace, gas. dmon 








Telegrams 


TELEGRAPHIC SERVICE is available on 
our three active market programs—Trad- 
ing Advices, Bargain Indicator and Unus- 
ual Opportunities. Clients throughout the 
country, therefore, can act on our rec- 
ommendations within a few minutes after 
they are selected and take advantage of 
important intermediate swings. No extra 
charge is involved except the actual cost 
of wires which are transmitted in our 
Private Code for secrecy and economy. 
Every telegram is confirmed by a special 
bulletin mailed the same day. 





Consultation 


Our Personal Service Department will 
analyze your present security holdings 
aS soon as your enrollment reaches us. 
After weighing the nearby and longer 
term prospects of each issue submitted— 
its technical, fundamental and inflation- 
ary position—and with due regard to 
your individual needs and objectives, we 
will advise you what action to take. You 
will then be in a position to follow our 
definite recommendations kept under our 
constant supervision. These consultation 
privileges will be open to you at all times. 
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NEW MARKET LEADERS 

















now being recommended 
for substantial profits 


HE recent market decline represented the severest inter- 


mediate reaction since that from September, 1932, to Feb- 
ruary, 1933. A 100% advance then followed by July, 1933. 


While we do not look for the same recovery in such a short 
time, the break just witnessed has over-discounted the present 
temporary business lull. Our indicators show definitely that 
business will shortly go into an uptrend which should con- 
tinue throughout the balance of this year and the first 
quarter of next year. 


Another basic factor to keep in mind is that the success of 
the Administration’s efforts to maintain recovery depends 
on business prosperity or on more inflation. Steps in both 
directions have been taken within the past month through 
easing of Federal Reserve requirements for business borrow- 
ing and desterilization of $300,000,000 worth of gold. 


The market has shown its old propensity to go to extremes, 
to swing much too low in the face of fear and necessitous 
selling. In fact, on both a price-earnings ratio and a divi- 
dend return, selected common stocks are now selling at their 
lowest levels in 10 years. Many will double in price from 
here. Trading profits of 10 to 20 points will be quickly 
available in leading issues that are about to publish third 
quarter earnings reports showing well sustained profits. 


As sound technical bottoms are established, we shall recom- 
mend such stocks to you. So that you may participate fully 
in their upmoves, from the very beginning when the great- 
est profits are to be obtained, mail the coupon below with 
your remittance . . . today. 





SERVICE TO START AT ONCE BUT DATE FROM DECEMBER 1, 1937 





THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
90 BROAD STREET Cable Address: Tickerpub NEW YORK, N. Y. 


I enclose $75 to cover my six months’ test subscription to The Investment and Business 
Forecast. I understand that regardless of the telegrams I select I will receive the complete 
service by mail. ($125 will cover an entire year’s subscription.) 


Send me collect telegrams on all recommendations checked below. (Wires will be trans« 
mitted in our Private Code after our Code Book has had time to reach you.) 


TRADING Active common stocks for near-term profit. Two to three 
wires a month. Three to five stocks carried at a_ time. 
ADVICES $1,500 capital sufficient to act in 10 shares of all recom. 
mendations on over 60% margin. 
Low-priced common stocks for market appreciation. Two 
C] UNUSUAL to three wires a month. Three to five stocks carried at a 
OPPORTUNITIES time. $750 capital sufficient to buy 10 shares of all ad« 
vices on over 60% margin. 
f Dividend-paying common stocks for profit and income. One 
CJ BARGAIN to two wires a month. Three to five stocks carried at a 
INDICATOR time. $1,500 capital sufficient to buy 10 shares of all 
recommendations on over 60% margin. 
PRMD. 6884 tais 16 Waal Dw e.9 5D WreeG edie b SS OW Capital or Equity. ...ccccscceve ‘ 
Pi. M—<€werrrenrerri a tit Teer rere re kth ke ee Le ee ee ee 
bi Miter ree ret eri cere rere re ee ee he eR Beale. cc cccccvsccessecceccs 
Oct. & 














EYES* investor should read this interesting 
booklet by Denber Simkins, nationally- 
known writer on economic affairs. It explains 
why many people lose in the Stock Market. 
Explains the most dependable method of fore- 
east. Proves that this system has produced 
good results in the past. Shows how YOU 
can take advantage of it. Explains why the 
Stock Market offers rare money-making op- 
portunities NOW. A copy of “MAKING 
MONEY IN STOCKS” will be sent to you 
ABSOLUTELY FREE. No obligation. Just 
address: 


INVESTORS RESEARCH BUREAU, INC. 
Div. 680, Chimes Building, Syracuse, N. Y. 
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LAPHAM, DAVIS 


x BIANCHI 
Members New York Stock Exchange 
29 Broadway - New York 


Uptown Office Boston Office 
522 Fifth Ave. 49 Federal St. 





Stocks ¢ Bonds « Commodities 
Commission orders executed for 
cash or conservative margin 

















POINTS ON TRADING 


and other valuable information for investors 
and traders in our helpful booklet. Oopy 
free on request. Ask for Booklet MC6é 


Accounts carried on conservative margin. 


(HisHOLM & (HaPMAN 


Established 1907 
Members New York Stock Excha 








52 Broadway New York 








Allied Chemical & Dye Corporation 
61 Broadway, New York 
September 28, 1937 
Allied Chemical & Dye Corporation 
hae declared quarterly dividend No. 67 
of One Dollar and Fifty Cents ($1.50) 
per share on the Common Stock of the 
Company, payable November 1, 1937, 
to common stockholders of record at 
the close of business October 11, 1937. 
W C. KING, Secretary. 
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e 
Rails 
1935 1936 1937 Last Div'd 
—_—_ —_—_ “~ Sale $Per 
Ay High Low High Low High Low 9/29/37 Share 
hh e Seok bees enhn sos bos 60 35% 88, 59 94 54) 58% $2.00 
—— PRED cnbacasnsssccsens 3714 1914 49 215% oie rota 36 AS 
B 
ienaee B EID... osccccsscccsvencs 18 7 2612 15% 4014 155% 173/ aks 
Bangor & Aroostook...............6- 4914 3614 4914 39 45 35 ; 35 “ 2.50 
OS ORS Senge 13%, 8 16 10% 171 9 ae 
hesapeake & Ohio................-. 53% 37%/ 77% 51 68/2 38) as *2.80 
Chicago Gt. Western Pfd.............. 5% 1 Se 14% 4 18, 51 Kees 
C. M. & St. Paul & Pacific............. 3 %, 2%, HY, 3% 1% Hi 
C. M. & St. Paul & Pacific Pfd......... 43, %, 5% 2) 1% 2%, 2% 
Chicago & North Western............. 55 13% 4 Hi 6%; 2 Vi, 
Chicago, Rock Is. & on ARR 272 %y 3 11 3% 1%, 1% 
Delaware & tier bre oohccchebne 4312 231% 543/, 36 583; 23 251% 
Delaware, Lack. & West..... 2.220001. 19% 11 23 14% 24% 10 11% 
E 
2 GSS Se ee eee 14 7% 18% 11 2356 9%, 102 
G 
Great Northern Pfd..............000. 35% fe 46% 32% 56% 36% 39% 
| 
IIB ois sake uw ncuecsscsauw 224%, 91 291% 1854 38 144 16% 
Kansas City seitinie GkidsasesoGeeans 14% 3% 26 13 29 9 10 
L 
PO RR A eee 111 5 22 814 245/ 8%, 9%, er 
Louisville & “Nashville Pe SR OS 645, 34 10234 5714 99 70 73 15.00 
M 
Mo., Kansas & Texas................. 2% 9% 514 9%, 3% 3% 
Mo., Kansas & Texas Pfd., A. 56 16% 54% 33% 144% 34% #& 13 15% 
Missouri Pacific...............0.0.0.. 1 4 2% 64 th 2% 
N 
New York Central... ................ 29%, 121, 4956 27%, 551%, 2545 2756 
RRB Oe te Serre 19 6 531% 173%, 72 27 30 
BAe Se eee 8h 255 6) 3 9%, 3 3 
DUI Sk wisdce wr davcnunecns 25%, 131% 36% 23% 36% 17%, 201%, 
P 
EIR cvipab skew sc ces~ rece 32% 17%, 45 28%, 50%, 28 30 $.50 
Ss 
A See ers 2 %, 358 1% 45, 15 1% 
SEA TOMC. s0505.05.cc000e ene 25% 12%, 47% 23% 65%, 28%, 32% 
ee errr re 1614 5% 9 26% 12%, 43%, 17% 19% 
T 
DED UUENRS oooh oacrukabsdseonacs 2814 14 49 28 544%, 29 30 
U 
TS) 9 eee 111% = B24 149%, 108%: 148%, 101% =: 107 6.00 
Ww 
Western Maryland................... 101/, 514 121, BY, 11%, 53% 6% 
| 4 er a 33% 1 4 1% 4, 1% 1% 
es 
Industrials and Miscellaneous 
1935 1936 1937 3” _ Sy he d 
A “High Low High Low High 4 , Low {. 9/29/37 Share 
IIL. | ic ate evenness tea 37% 28 353% 17% 2856 201% 21 2.50 
arr es ee 861 58 801, 60 63% *1.00 
chs can cuona poser 201, 1314 17 13 153% 914 1034, *,60 
Oo ae 32 21 26% 45% 2472 26 11.20 
Allied Chemical & Dye.............. 173 125 245 157 258 183 196 €.00 
Allied Shores. ..........0...0s20000. 9 31% 2014 65 21% 11 1234, “20 
12 81 35% 8314 521%, 56, $2.00 
14 34} 19%, 39%, 17 1 
4814 125} 75 11444 671% 72, 2.00 
41% 89 49 1011 72 76 $6.50 
131% 55) 36 4134 17% 18% .75 
21 0% 80%, 42 50 2.00 
110 137% 110 121 9014, 974% *4.00 
aria hun tee a 10 y 30 71 26 31 3.25 
American & Fo: tion wale ruawe 9% 2 9%, 61% 13% 4%, 51% 
Amer. Power hg 4y PR accskatehaees 9 114 14 7) 1612 63/4 Te 
Amer, Radiator &S.S...............4. 251 101 27 1834 29% 1314 1514 60 
Amer. Rolling | A ioe anak selene sh ae 32 15% 37 23% 45% 28 311% 2.00 
Amer, Smelting & Refining............ 64 31 103 56%, 10534 6714 9 4 
Amer. Steel Foundries................ 25 Uh 12 64 201 73% 32 — 1.50 
Amer. er 7014 501 3 48 56%; 351%4 00 
Amer. Tel. Sa .... 160% 190%, 14914 156% 183 3% 9.00 
na... 107. 74%, «104, BBYzC«OYe «= 70%—«dTT'A, SCS .00 
Amer. Water Works & Elec . ... 22%, 7% 7% 191 2914 1314 ih t.60 
Amer. Woolen Pfd. pes 683, 351% 70%, 52% 79 44% 47 3.006 
Anaconda Copper ne keke 30 8 55% 28 691 36% 37%_ 11.25 
Ss ae . 6% 3% 7 i, 4% 13%, 7 9 55 
Atlantic — Seenaekees ies 28 20% 35% 26 37 221% 23% 1.00 
Auburn . 15 54i, 2 36%, 12 13% See 
Aviation von | (OR eee 2%, ™H 4% V, 3% 4% 
Barber Co 11 38} 21 43%, 17 20%, 3.25 
Bamsdall Oil 28 1414 35% 16% 18 1.00 
Beatrice Creamery 14 28 18 28 
Bendix Aviation 11% 32 215% 20 141%, 15) t.75 
Best & Co 34 72 48 62 a4 47' *9,50 
Bethlehem Steel 215% 17% 45% 10514 65 70" $2.50 
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Price Range of Aetive Stocks | || stocxs—BoNnDsS 
COMMOD!TIES 


H H e Folder “M” explaining margin require 
Industrials and Miscellaneous [Continued] ments, commission charges sod tradiag 
units furnished on request. 

1935 1936 1937 Last Div'd Cash or Margin Accounts 

x Sale $ Per in Full or Odd Lots 
Low High Low High Low 9/29/37 Share 
6% 37% 16% 49%, = - 21%, 25% 





Boeing Airplane Inquiries Invited 




































































































Borden Co........... % 2 32%, 25% 28 * 90) 213% 1.60 
BIN 2c: SoS knives dale eisan ace Bes tie ees Se 505; 364%, 40% 2.00 COSTA & 0. 
—— Rrra iak Wastes lo weie se elas wi altiee itt sey sei 23/4 ' se 3 265 
oo. ear a ‘a ly 29 32 2.50 ; 
Brooklyn-Manhattan Transit............ 463/4 3 5814 401%, 53 , 9% 12/5 nee M ” = : ~ un % a 
—o Re Aero ania ans SSE eit ws 8% Pr) he 32 35 "8 12% $.25 New York Cotton Exchange 
eer se re ee ‘4 ‘4 a 8 one Dp 
Byers & Co. (A.M)... 20% 1% 9% 6h 33% 1,11 «13 |..: i Catee & Suswr lscimes 
Cc — ~~ of hig 
Calumet & Hecla....... a 2% 1614 6 201/, 95 101 1.10 Commodity Exchange, Inc. 
mag | the Ginger Ale. po) 420% 10% te B+ if i an New York Cocoa Exchange 
“OS Ear rr 4, 1% 126 132) ots 
Caterpillar Tractor... 20.2.0... 000.00. 60 36% 91 sa 100 71 2.00 60 aaa’ 5 a A cies — York 
eS SS et Oe eee renee pies 324%, 21%, 41%, 26% 39% $2.25 ear’ 
Certo de Pasco Copper..............- 38% 74 47%, 86% 49 52% 4.00 
SIR AADEDS o oo.0.4560 0's utcseos cine 36 100 59 ae 4912 5444 3.00 
— —— LER an = cous = ssh pa | a 91% 7 
RMN ass soho wisn binieie w-ae%<se t] ¥ ” 
Columbian Carbon. 0220 00000000000005 67, 3 94 125% 95,97, *4.00 Odd Lots—100 Share Lots 
im. Gas | SE ere ‘8 8 9 . P ° ° 
CNTR... .. Jo. .ccccccece 39% 8475 44 69% aT, 521 *4.00 Odd Lots give unusual diversifica- 
Comm _ a. etonss stones sn 72 pt i 4 yf -. V, 7 47% = 4.00 tion and offer a higher degree of 
ommercia vent Pee EO RT EELS 9 (7) 4, a : : 
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Answers to Inquiries 





(Continued from page 802) 


ing the current year, the company 
reported net earnings of $539,485 in 
the first quarter and $162,198 in the 
second quarter which, for the six 
months, equalled 39 cents a share 
on the common, as compared with 
a net of 14 cents a share in the first 
half of 1936. We are inclined to 
agree that holdings acquired for 
long-term speculation should be re- 
tained here, although immediate 
market action probably will con- 
tinue colorless. 





Remington-Rand, Inc. 


I trust you do not regard Remington- 
Rand as a laggard in any sense; for this 
equity represents my stake in the profits I 
believe lie ahead for office equipment com- 
panies. Yet I cannot help wondering why it 
seems unable to rise from levels near the 
year’s low.—P. T., Detroit, Mich. 


That Remington-Rand has taken 
advantage of the improvement 
which has occurred in demand for 
business equipment of various types 
is fully attested by recent reports of 
the company. Total sales for the 
five months ended August 31, 1937, 
amounting to $20,015,000, repre- 
sented an increase of some 24% 
over sales for the like interval last 
year. Latest earnings reports reflect 
this improved business. For the 
quarter ended June 30, 1937, net 
profit amounted to $1,470,168, equal 
after preferred dividend require- 
ments, to 81 cents a share on the 
common stock, against $415,390, or 
14 cents a common share a year 
earlier. Thus the recent recession in 
the stock’s market price cannot be 
attributed to unimpressive earnings 
performance. Doubtless the princi- 
pal cause has been the general re- 
cession in security values in reflec- 
tion of uncertainties existing in the 
business picture. It is our opinion, 
however, that while there may be 
some falling off in orders, the major 
trend continues to be toward higher 
business equipment demands. The 
huge governmental agencies with 
accompanying mass of data require 
the employment of the most mod- 
ern machinery obtainable, while the 


compet: situation throughout in- 
dustr’ sitating a greater ap- 
plic: ‘he numerous types of 
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Appropriation Accounting 
Accounts Receivable 

Accounts Payable 

Payroll Records 

Loan Accounts 

Bank Commercial Accounts 
Public Utilities 

Manufacturers and Wholesalers 
Brokerage 

Laundries 


Commerce Hall ° 


Cash Registers ° 


Postage Meter Machines °¢ 





TO LIGHTEN THE BURDEN 
OF AMERICAN BUSINESS 


Another year has gone by and even greater record-keeping prob- 
lems confront American business. Tax laws have changed and 
social security laws are with us, along with all the other vital 
business records we must keep. Another year of experience has 
helped us to lighten the burden of business through mechanized 
record keeping. So we offer an exhibit featuring new ideas, 
methods and equipment relating to record-keeping problems. 
Incorporated in the machines themselves are many features 
of design and application which forecast improved time and 
labor saving methods. Today, National Machines and National 
Business Systems apply almost universally wherever money is 
handled or records are kept. See what National has developed. 


21 INDIVIDUAL EXHIBITS WILL SHOW APPLICATIONS OF 
NATIONAL SYSTEMS TO THE FOLLOWING 


Garages and Service Stations 


We cordially invite you to visit a display of National Cash 
Registers and National Accounting and Bookkeeping Machines 
at our exhibit in the 34th Annual National Business Show. 


October 17 to 23, inclusive, 1937 
Port Authority Building 
Eighth Avenue at 15th Street, New York City 


Shalional Cash 


DAYTON, 
Typewriting-Bookkeeping Machines °* 
¢ Posting Machines ¢ Check-Writing and Signing Machines * Analysis Machines * 
Accounting Machine Desks °¢ 


Instalment Accounts 

Real Estate and Mortgages 
Savings Banks 

Building and Loans 
Department Stores 

Hotels, Clubs, Hospitals 
Restaurants and Cafes 
Chain Stores 

Food Stores 

Drugs and Fountains 


Bank-Bookkeeping Machines 


Correct Posture Chairs 




















labor and time saving devices now 
on the market. In view of this pros- 
pect, we would regard the present 
market situation for the stock as a 
temporary one. Labor difficulties 
have proven detrimental to the com- 
pany, but greater harmony has been 
in evidence for some time past and 
no further difficulties along this line 
are anticipated. The capitalization 
program of the company contem- 
plates the ultimate retirement of de- 
benture bonds and preferred stocks 
through the exercise of rights and 
warrants. This would mean an in- 


crease in the number of common 
shares outstanding to about 2,500,- 
000 shares from the 1,549,159 shares 
outstanding at the date of the lat- 
est balance sheet. However, retire- 


ment of the bonds and preferred, 


stock now outstanding would effect 
some 60 cents a share saving in prior 
charges, and position of the common 
shareholders would be correspond- 
ingly strengthened. Of course, com- 
pletion of this program will doubt- 
less require considerable time and 
more normal market conditions. It 
is to the business prospects, there- 
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fore, that one must look in apprais- 
ing the common stock’s probable 
market action and in this regard a 
constructive attitude is warranted, 
in our judgment. 


Bucyrus-Erie Co. 


I have been tempted time and again since 
the August reaction began to liquidate my 
holdings of Bucyrus-Erie. Yet, because I 
know their excavators are in high demand, 
I have held on to BEY. Your opinion 
whether to retain or close out this stock will 
indeed be valued by a puzzled reader — 
H. D., San Francisco, Calif. 


Any opinion as to the advisability 
of retaining or closing out your com- 
mitment in Bucyrus-Erie, must be 
based on a forecast of future earn- 
ing power. During the past eighteen 
months there has been recorded a 
very convincing demonstration of 
the ability of this company to share 
in a recovery of prosperity, earn- 
ings for the full year 1936 rising to 
about $1,300,000 from a compara- 
tively insignificant figure of $156,- 
000 in 1935. Thus far this year 
further increases were reported with 
a net for the first six months equiva- 
lent to 30 cents a share, against only 
19 cents a share for the first half of 
1936. The increased earning power 
is based on greater activity in such 
industries as construction, both 
building and railroads, mining and 
quarrying, harbor and levee work, 
etc., from which sources this com- 
pany benefits by a demand for its 
excavating machinery, including 
power shovels in a wide range of 
sizes, dredges; and cranes powered 
by electricity, steam internal com- 
bustion units and Diesel engines. 
Much of this work is undoubtedly 
traceable either directly or indi- 
rectly to the expenditures by the 
Federal Government in its attempt 
to speed up industry. If these at- 
tempts are successful in creating the 
momentum upon which private in- 
dustry will continue, then we face 
conditions which strongly suggest 
rising sales and profits for such a 
company as this one. If on the 
other hand, the Government relaxes 
its policy of promoting construction 
enterprise, and private industry 
fails to take up the burden, then it 
would be difficult to see how this 
company could sustain satisfactory 
earning power. In this uncertainty, 
therefore, there is a degree of risk 
which should be recognized, even 
though the shares which you hold 


represent an outstanding company 
in its field, and that company dis- 
closes a strong financial status. In 
this connection, however, it is well 
to note that the company is making 
important strides toward greater 
sales volume as a result of heavier 
export demand, and in the domestic 
field, increasing mining activities 
seem likely to promote business in 
good volume. 





Kennecott Copper Corp. 


Back in 1932, I bought Kennecott for the 
long pull. With a sizable paper profit, I am 
about to close out and buy Government 
bonds as I fear this economic unsettlement. 
Do you agree with me? Your comments on 
the outlook will be most welcome—W. McK., 
Washington, D. C. 


In view of the sizable reaction re- 
cently sustained by Kennecott Cop- 
per in the market, we question the 
wisdom of switching from this stock 
to Government bonds now. Admit- 
tedly the domestic copper price 
structure is none too secure as indi- 
cated by the recent drop, but it is 
our feeling that any further decline 
would be of modest proportion. It 
seems likely that copper prices this 
year will hold several cents above the 
level which obtained last year, when 
Kennecott was able to report earn- 
ings equal to $2.36 a share, agaiust 
$1.22 in the preceding year. The 
price of the metal this year rose to 
a high of 17 cents a pound, although 
since it is the practice of the indus- 
try to contract for the placement of 
output well in advance, the com- 
pany during the first six months of 
the current year probably averaged 
nearer 12 cents a pound. Neverthe- 
less, the report of the company for 
the first six months of the year, re- 
vealed earnings equal to $2.47 a 
share on the capital stock, against 
84 cents in the like interval of the 
preceding year. The company thus 
far this year has distributed $2 in 
dividends, against payments total- 
ing $1.70 a share for the full year 
1936. Due to the fact that capi- 
talization consists solely of 10,821,- 
686 shares of common stock, holders 
thereof have sole claim on earnings. 
Finances are in excellent shape. 
Considering the recent sharp reces- 
sion in the market price of the stock, 
the excellent record of the company, 
and the generally favorable outlook 
for sales and earnings, we would 
anticipate gradual betterment in the 
market picture. 


Radio Corp. of America 


After hearing David Sarnoff declare at the 
radio wholesalers’ convention in May that 
all divisions were operating profitably, I in- 
creased my holdings of Radio. Do you be- 
lieve, as I do, that this stock is “going 
places” and that a dividend may be tnaugu- 
rated this year?—R. K., Minneapolis, Minn. 


No very superior imagination is 
needed to envision future earnings 
potentialities in the field of radio 
and television as would provide for 
a very substantial earnings expan- 
sion in the concern dominant in that 
field. Indeed, this attribute of the 
stock has been, in a large measure, 
responsible for its hectic market 
career. Had it not been for the de- 
pression, it is possible that, what now 
appears to be rather fantastic price 
levels ruling for the shares in the 
peak of the 1929 boom might have 
had some justification in the actual- 
ity of earning power. 1936 profits of 
about $6,000,000 do not look particu- 
larly interesting in comparison with 
the peak earnings of almost $20,000,- 
000 in 1928, but the fact that the net 
profit for the first half of 1937 was 
up 160% over the like 1936 interim 
is not without some significance. 
We think there are speculative pos- 
sibilities in Radio shares of a longer 
term character; and, assuming you 
are not averse to carrying a degree 
of risk in that portion of your 
funds committed to this stock, 
you would at least have a reason- 
able basis upon which to look for 
profits. As to dividend disburse- 
ments, we can only say that earn- 
ing power recorded for the first half 
of the year, if maintained through- 
out the entire year; together with a 
comfortable financial status, would 
logically suggest dividend consider- 
ation to the directors. 


Cluett, Peabody & Co. 


Current reports indicate a slackening in 
corporate earnings and prompt an old sub- 
scriber to seek your opinion on Cluett, Pea- 
body & Co. Is retention advisable? The 
possibilities of “Sanforizing” royalties led me 
to buy the stock prior to the 3 for 1 split-up. 
Marked imprevement in net profits is some- 
what encouraging —C. F., Dallas, Texas. 


The latest reports issued by Clu- 
ett, Peabody & Co. bring the earn- 
ing’s situation up to the mid-year. 
They show no adverse trend. On 
the contrary, they register a very 
important advance over the first 
half of 1936, both in sales volume, 
royalty income, and net profit. The 
latter figure at $600,000 approxi- 
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mately is up 50% over the $400,000 
registered in the first six months of 
the earlier year. If the factors which 
have been responsible for a slack- 
ening of the rate of earnings increase 
in a number of corporations (nar- 
rower profit margins primarily) 
continue to act as a depressing in- 
fluence on industry as a whole, it is 
hardly likely that any individual 
enterprises will escape. Barring such 
develupments, however, we find 
much to encourage optimism in the 
case of Cluett, Peabody. We can 
easily understand your encourage- 
ment to be found in the pronounced 
uptrend in earnings evident in the 
publication of successive reports 
during recent years, and we can also 
concur with you in your optimistic 
forecast for future royalty income 
from the “Sanforizing” process. We 
do not believe that this latter factor 
has as yet been fully realized in its 
potentialities, nor do the current 
quotations for the shares, seem in 
any measure, to discount such at- 
tractive prospects for maintenance 
of earnings at a high rate on the 
basis of the outstanding capitaliza- 
tion. We would consider retention 
of the shares, under these circum- 
stances, fully warranted. 





Glidden Co. 


My wife has held for years a considerable 
amount of Glidden averaging around 24. 
We now fear that earnings potential may be 
weakening because of interests too diversi- 
fied and far flung, to our way of thinking. 
Can you render any assistance? What are 
the prospects for recovery?—M. R., Chi- 
cago, Ill. 


The diversity of interests to which 
you refer with respect to Glidden 
Co. is more an element of strength 
than weakness, in our judgment. 
Because of its relatively stable food 
division the company was able to 
report a profit in every depression 
year but one, 1930, when the deficit 
amounted to only $18,634, after a 
drastic inventory write-down. Al- 
though the company does not make 
a practice of reporting sales and 
earnings of its various: divisions 
separately, it is understood that 
during recent years, when the de- 
mand for paints has been at an ab- 
normally low level, food sales ac- 
counted for better than 50% of the 
total. With the pick-up which sub- 
sequently occurred in construction 
and renovation work, however, the 
importance of paint and chemical 
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sales has increased measurably. 
Construction activities throughout 
the country are still well below nor- 
mal, especially considering the large 
backlog built up during recent years, 
and the ultimate come-back antici- 
pated augurs well for the future of 
the paint and varnish business. In 
the meantime, gradual improvement 
is expected in this division, assum- 
ing of course, that there is no re- 
versal in the major recovery cycle. 
In the event of a set-back in indus- 
trial activity, however, Glidden is 
in a position to withstand such a 
development better than the aver- 
age paint manufacturing company, 


due to its well established food di- 
vision. During the first six months 
of the company’s current fiscal year, 
or the period ended April 30, net 
income of $1,683,264, equal to $1.82 
a common share, after preferred re- 
quirements, compared with 80 cents 
a share on the common stock in the 
like six months a year before. Sales 
during the period increased approxi- 
mately 30% and improvement was 
said to have been registered in all 
divisions. Last year the company 
marketed an issue of 414% con- 
vertible preferred stock, the pro- 
ceeds of which were used to retire 
outstanding bonds and the old 7% 
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preferred. Directors recently voted 
an extra of 30 cents a share, in ad- 
dition to the regular quarterly pay- 
ment of 50 cents on the common. 
In view of the probability that 
earnings this year will run consid- 
erably ahead of those reported for 
the fiscal year ended October 31, 
1936, amounting to $3.29 a share, 
the stock appears reasonably priced 
and attractive for retention by one 
interested in income and eventual 
market appreciation. 





National Distillers Builds for 
the Future 





(Continued from page 782) 


was an inflated level, therefore, not 
likely to be duplicated until the 
company had a more normal inven- 
tory of aged whiskey brands. 

In attempting to appraise the 
normal earnings power of the com- 
pany, the income statements for 
1935 and 1936 are just as unsatis- 
factory as the two preceding years. 
Operating profits fell to 15 cents per 
dollar of sales in 1935 and to about 
14%4 cents per dollar of sales in 
1936, with volume continuing to 
expand in each year. Ordinarily, 
such a record would not be very 
impressive. In the case of National 
Distillers, it is best to judge the 
record in the light of the experience 
of the industry as a whole. Gener- 
ally speaking, the leading competi- 
tors of National Distillers had a 
considerably poorer ratio of operat- 
ing profits to sales volume in the 
past few years. Furthermore, the 
more spectacular sales gains of sev- 
eral other concerns in the liquor in- 
dustry do not appear to have been 
built on nearly as solid ground as 
the more moderate growth of Dis- 
tillers’ business in the past few 
years. 

It does not seem likely that any 
important re-appraisal market-wise 
of the potentialities of National Dis- 
tillers over the intermediate term is 
likely to come from a marked 
change in profit ratios or in earnings 
data. If it is true that the com- 
pany’s business is only just about 
on the verge of benefiting from the 
availability of larger supplies of ma- 
tured whiskeys, it follows that the 
time when such benefits will actu- 
ally show up in earnings exhibits is 
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still further ahead. Under normal 
stock market conditions, however, 
National Distillers’ potentialities for 
earnings expansion over the longer 
term is not likely to be disregarded 
for long—especially when backed by 
sound statistical values, liberal in- 
come and a price-earnings ratio not 
usually obtainable in issues with rea- 
sonably favorable prospects for fu- 
ture earnings expansion. 

Furthermore, the trade statistics 
pertaining to the operation of all 
of the whiskey companies have been 
decidedly more favorable in recent 
months. This summer, for the first 
time since Repeal, production has 
come into line more nearly with con- 
sumption and stocks have leveled 
off distinctly in contrast with the 
large and consistent increases in 
stocks in recent years. Finally, on 
a seasonal basis, interest in whiskey 
shares usually heightens during the 
latter part of the year as the holi- 
day buying approaches. There ap- 
pears to be a reasonably strong 
probability, therefore, that National 
Distillers’ shares are on the thresh- 
old of a more promising stock mar- 
ket stage, as a semi-investment 
vehicle. 





Outlook for the Motor Indus- 
try Premier Business 
Factor 





(Continued from page 785) 


The reason for this is that price per 
pound and price per horsepower— 
better measures of value than unit 
price—remain far under those of the 
boom years, although both of these 
indexes appear to have reached bot- 
tom and, indeed, are at present 
tending toward sightly higher cost. 

On the whole, the 1938 automo- 
biles will be regarded by millions of 
potential consumers as highly desir- 
able things to buy. even at some- 
what higher prices. We are by far 
the most automobile-minded people 
on the face of the earth. There are 
hordes of people, especially in the 
medium and low income classes, 
who prize a shiny new automobile 
over almost any other possession. 
To them such a possession is a mark 
of standing—what the Far East 
calls “face.” They will go to re- 
markable lengths to buy a car and 
to “keep up the payments.” It is 





much to be doubted that the recent 
moderate tightening of terms of car 
financing will, of itself, importantly 
curtail volume, any more than the 
easy terms of the depression stimu- 
lated volume. Now that the indus- 
try has reached economic maturity, 
with secular growth greatly slowed 
down, if not ended, its variations 
are predominantly of purely cyclical 
character, as dictated by the gen- 
eral business trend’s reaction upon 
consumer income and spending psy- 
chology. Moderate changes in price 
or credit terms are a secondary in- 
fluence, but are vastly outweighed 
by the force of an upward or down- 
ward economic cycle. 

These considerations are very im- 
portant in relation to the effective 
demand for 1938 cars, as distin- 
guished from the quite promising— 
but largely meaningless—potential 
demand. Even in the lowest price 
group, the automobile is a relatively 
expensive article and, like all dur- 
able goods, it is characterized by 
postponability of demand. For that 
reason the intermediate variations 
in the longer automobile cycle are 
sharper than the intermediate vari- 
ations in business activity as a 
whole. To show how this works out, 
industrial production in 1924, as 
measured by the adjusted index of 
the Federal Reserve Board, aver- 
aged only 7.8 per cent lower than 
in 1923; there was very little change 
in actual consumer purchasing power 
in that year; and the motor indus- 
try was favored by a strong long- 
term growth factor—yet sales of 
passenger cars in 1924, as previously 
pointed out, declined 12 per cent. 

It is obvious, therefore, that in 
appraising the early future of the 
motor industry one will do well to 
discount the perennially optimistic 
forecasts coming from most chief- 
tains of the industry and base con- 
clusions largely on the general busi- 
ness outlook. Unfortunately, the 
cold fact is that the stock market— 
to which many potential buyers of 
automobiles are acutely sensitive— 
has had a substantial decline in re- 
cent months; the current trend of 
general business is sagging, even 
though moderately as yet; and the 
optimistic psychology that was 
maintained until late summer has 
been transformed inte a widespread 
feeling of uncertainty, doubt, fear. 
This may or may not be justified— 
and probably is not, in view of the 
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New Deal’s return to a reflationary 
money policy—but it does exist, 
and unless it is changed for the bet- 
ter soon by some presently invisible 
development or developments, one 
would be foolish to believe that ini- 
tial public buying response to the 
1938 automobiles will be such as to 
justify a production schedule equal 
to the pace of last year at this sea- 
son, when retail sales were fast ris- 
ing and when factory and dealer 
inventories were being confidently 
stocked without a cloud in the busi- 
ness sky. 

Obviously, it is utterly impossible 
to forecast the duration of the in- 
terlude in the longer recovery cycle 
that has now begun. In this writ- 
cr’s opinion, an intermediate busi- 
ness recession on the order of that 
of 1927 or that of 1924 would not 
be surprising nor out of proportion 
to the advance of recent years; while 
anything more than that in the ex- 
isting politico-credit setting would 
be most surprismg. If this view is 
approximately correct, the automo- 
bile outlook is doubtful not only for 
the rest of this year but for the first 
quarter of 1938, with a probability 
that renewed business advance can 
get under way by the second quar- 
ter. It need hardly be said that the 
less favorable near-term outlook has 
been adequately discounted by the 
decline in motor equities already ex- 
perienced. This does not mean they 
are a buy. It means that any change 
from present levels will be dictated 
much more by investment and spec- 
ulative doubts regarding the indus- 
try’s longer future, or by current 
developments in labor relations, 
than by consideration of the busi- 
ness outlook for the next three to 
six months. 

On the favorable side the leading 
companies are free of debt and 
working capital position is stronger 
than ever before. On the favorable 
side also, managerial brains are of a 
high order of intelligence, skill and 
adaptability. Nevertheless the in- 
dustry must cope, both now and 
for an indefinite future, with ob- 
stacles that are new. It is no longer 
young and subject to dynamic secu- 
lar growth. Under the best of condi- 
tions the rate of advance in volume 
and profits over the next several 
years cannot remotely equal that of 
the past several. Therefore, as far 
ahead as can now be seen, it must 
be concluded that this year’s earn- 
ings and dividends are as large as 
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they are likely to be. That being 
so, such equities can appeal only to 
the income-minded and are devoid 
of appeal to the buyer seeking ma- 
jor price enhancement. The same 
applies to all stocks vitally depend- 
ent on the automobile trend, such 
as installment finance, plate glass, 
malleable iron, strip and sheet steel, 
upholstery leather and upholstery 
cloth. 

By the same token, while the mo- 
tor and related industries will con- 
tinue to create an enormous and 
vitally important volume of eco- 
nomic activity, we cannot expect 
it from this point on to provide any 
such lift to general recovery as it 
has done in the several past years. 
That must come from somewhere 
else, possibly from some of the in- 
fant industries, possibly from some 
of the older that are still in the grip 
of depression, including construc- 
tion and railroad equipment. 





Commodity Prices and 
Business Prospects 





(Continued from page 778) 


selves, the production of industrial 
goods is fairly on a level with 1929. 

There has been some evidence of 
an easing in the domestic price of 
copper, but there can hardly be any 
accumulation of stocks in the hands 
of the producers. Custom smelters 
always act as a leveling influence in 
copper because they never carry any 
metal, but sell copper against the 
ores they buy as fast as the market 
will take it and are always ready to 
make price concessions when buying 
falls off and their ore bins begin to 
fill up. In this instance, American 
Smelting started the move and other 
sellers had no choice but to fall in 
line. World stocks despite modest 
gains in recent months are by no 
means burdensome. 

Producers may be expected to an- 
nounce some curtailment of output, 
thus allowing custom smelters to so 
far have the market to themselves 
as to avoid further sudden price cuts 
such as just occurred and likewise 
avoid stocks piling up above ground. 
It is not usual to drop copper 1 cent 
per pound one day and do the like 
the following day with no halt be- 
tween. The attack on the metals 
markets was sharp and_ sudden. 


General conditions, especially in 
steel, are such that further recovery 
in copper following the 4% cent ad- 
vance already made may be confi- 
dently anticipated. 

The markets can right themselves 
quickly, barring outside interference. 

Machine tool orders are up; pig 
iron output is approaching the 1929 
level. While steel is easing its stride 
a little, it is healthy that it should. 
The pace has been fast and one or 
two deep breaths and a good look 
around are quite in order. 

The movement in lead, a decline 
of $10 per ton, was in sympathy with 
copper and not apparently of par- 
ticular significance. 

Rubber has to be considered as 
reacting to some special influences. 
The disorders in the Orient rather 
forbid the piling up of stocks on the 
plantations. Such stocks might pos- 
sibly be commandeered or might 
become cut off by the blocking of 
trade routes. Again, this condition 
and the possibilities around Gibral- 
tar and in the Mediterranean create 
the impulse to build up stocks here 
against contingencies. So we may 
understand the situation if we see 
rubber inventories grow while world 
stocks, as a whole, decline. 

Tin has to follow the same trade 
route and would be affected if hos- 
tilities, by any mischance, should 
spread to interrupt trade moving 
from the Straits. 

Just at this time when market 
declines are bewildering it is worth 
while to point out that the commodi- 
ties markets, barring cotton, have 
an underlying tendency to move up- 
ward. During the weeks ended 
September 18th the index of whole- 
sale commodity prices moved up 
7/10 of 1 per cent, reaching 87.4 per 
cent of the 1926 level. There is also 
one other specific influence we are 
prone to overlook. The commodi- 
ties markets have not yet moved to 
meet the increase of the price of 
gold; sooner or later this adjustment 
must be made. 

With all the necessary reserva- 
tions as to wars and rumors of war 
and political moves, made without 
warning, we venture our opinion that 
the commodities market will re- 
cover somewhat from the levels 
reached, following the stock market 
down-trend, and then level off with 
a satisfactory show of strength. 

There are many points to study— 
inventories, trade barriers, items 
that might suddenly become contra- 





band, all of much interest. There 
was, undoubtedly, some over-buying 
during the first quarter of the year, 
but there have been no tight credit 
conditions to make inventories un- 
duly burdensome, to force a general 
movement to unload, or to put a 
sudden stop to all purchases for the 
future. We are obliged to look out- 
side of the market itself and the 
finance employed therein to discover 
a cause for the sudden wave of sell- 
ing and the lack of support to meet 
it. The sound underlying conditions, 
we have tried to outline, remain. 

Labor has bettered during the 
year in the spread of employment 
and higher wages, so the city mar- 
kets for daily necessaries may be 
expected to maintain prices. World 
industrial production measured by 
that in our own country, in Great 
Britain, Germany, France, Italy, 
Belgium, Japan, Canada, Poland and 
Czechoslovakia, is figured to have 
achieved an all-time peak. Perhaps 
armaments figure heavily in this ac- 
tivity in some countries, but for 
whatever cause the demand for raw 
materials will continue. Thus any 
such retreat in prices, as we may be 
currently witnessing, in reality does 
no more than establish a_ level 
whence the price position can be 
consolidated. 





Westinghouse Airbrake— 
New York Airbrake 
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to have the new brake. The brake 
program of the railroads goes still 
further, however, by requiring all 
freight cars in use to be equipped 
with the new type brake before the 
end of 1944. 

Some idea of the importance of 
the replacement business in sight 
from this feature of the program 
might be gained from the fact that 
there are approximately 1,700,000 
cars requiring the new brake, to re- 
place the present “K” type brake, 
between now and 1945. Only be- 
tween 8 and 10 per cent of this pro- 
gram has been taken care of so far 
and about 25 per cent of the period 
designated for this replacement has 
elapsed. 

A substantial number of the 
freight cars presently in use are so 
old that it would probably pay the 
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roads to scrap them before their 
turn for brake replacement is 
reached. Assuming that the car re- 
quirements of the roads remain 
about the same as at present (and 
the prospects are for substantial in- 
crease in car requirements) old cars 
that are scrapped will have to be 
replaced by new cars having the 
new AB brakes. In June, the price 
of the new brakes was increased $30 
a set to $185. This means that the 
two brake companies between them 
have close to $315,000,000 new 
brake business in sight for the next 
seven years or an annual average of 
$45,000,000. This estimate is bet- 
ter than 21% times the average year- 
ly sales volume of both companies 
from all operations during the past 
three years. 

With this prospect in clear view 
for the future, plus the potentiali- 
ties for general expansion in rail- 
road equipment purchasing and re- 
pairs and the outside activities of 
these companies, which issue is the 
more attractive commitment, West- 
inghouse Airbrake or New York 
Airbrake? A choice of this kind nec- 
essarily depends to a large degree 
on the individual requirements of 
the prospective purchaser — espe- 
cially where there is such a wide 
variation of type and quality as ex- 
ists in the case of these two par- 
ticular issues. 

From an investment standpoint, 
Westinghouse would be the obvious 
selection. The shares have an un- 
broken dividend record that goes 
back beyond the beginning of the 
century. Earnings from prosperous 
periods have been carefully con- 
served or reinvested in plants here 
and abroad. Income from invest- 
ments alone kept the company out 
of the red and permitted distribu- 
tions to stockholders throughout the 
depression. Development of equip- 
ment suitable for the rapidly chang- 
ing requirements of the railroads in 
the past decade, suggests an alert 
management as well as a conserva- 
tive one. The company’s participa- 
tion in a major portion of the 
prospective brake and other car 
equipment needs of the railroads are 
well assured. The relation of price 
to earnings represented by recent 
quotations is slightly lower than 
that of its smaller competitor, and 
from that standpoint it might be 
seid that in the present market 
there is no premium for the invest- 
ment qualities of the shares. 


Although New York Airbrake 
common stock is distinctly more of 
a “prince and pauper” type of issue, 
there are a number of factors that 
suggest potentialities for wider price 
appreciation possibilities over the 
next year or so as volume of busi- 
ness and earnings continue to ex- 
pand. The company’s plant at 
Watertown, New York, has a ca- 
pacity of 1,000 sets of airbrake 
equipment a week and if the com- 
pany obtains one-fourth of the new 
business in sight (as it has in the 
past) the potential volume neces- 
sary to complete the brake program 
discussed above would assure ca- 
pacity operations. Although lacking 
the security of diversified opera- 
tions, during subnormal periods, the 
virtual concentration of manufac- 
turing operations in one device 
should make for efficiency and a 
good margin of profits—profits in- 
cidentally that accrue to a compara- 
tively small number of common 
shares. After a lapse of dividends 
from 1931 to 1936, payments to 
shareholders have been resumed 
and financial condition, while not 
as impressive as that of its larger 
competitor, is nevertheless adequate 
for the enlarged business in pros- 
pect. Under generally favorable 
market conditions, these elements 
appeal to speculative buyers. Since 
the shares currently are available 
at a level that seems definitely to 
underestimate current earnings and 
prospects, the potentialities for price 
appreciation in the next construc- 
tive market phase appear to be 
wider than for the more stable 
Westinghouse shares. 





Why Some Stocks Resisted 
Decline While Others Suf- 
fered More Than Average 
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shares in all probability reflects the 
greater burden of selling pressure as 
holders became frightened over pos- 
sible war damage to the company’s 
properties in the Far East. Such sell- 
ing was rather ill-advised as the value 
of Texas’s interest in China is small 
in comparison with its total assets. 
This year the company may well 
show earnings equal to $5 or better a 
share, having earned $2.48 a share 
in the first six months. Contingent 
upon the continued ability of the 
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oil industry to maintain an economic 
balance between the demand and 
supply factors, Texas Corp., shares 
should command investment respect 
as one of the more conservative oil 
equities. 

A similar conclusion may be drawn 
with respect to Continental Oil. 
Earnings of the company in the first 
six months of this year were at rec- 
ord levels, net having been equal to 
$1.68 a share, and with the likeli- 
hood that profits for the full year 
will be between $3.50 and $4 a 
share, the shares at recent levels 
around 38 are reasonably valued. 
Incidentally, Continental is one of 
the few major integrated companies 
able to produce crude oil in excess 
of its own requirements, under pro- 
ration scnedules. Higher crude 
prices which have prevailed this 
year, therefore, have been an effec- 
tive factor earningswise. 

The several issues which have 
been discussed in some detail here 
are by no means isolated instances 
of exceptional market performance. 
A fairly impressive list could be 
made of leading stocks which, not- 
withstanding the obvious evidence of 
indiscriminate selling on frequent 
occasions during the closing weeks 
of September, gave a better-than- 
average account of themselves mar- 
ketwise. This list would include 
such issues as General Motors with 
a decline of 20 per cent; Union Car- 
bide, 19 per cent; Loew’s, 22 per 
cent; United Engineering & Foun- 
dry, 25 per cent; Monsanto Chemical, 
17.5 per cent; J. C. Penney, 19 per 
cent; and Borg-Warner, 24.6 per cent. 
Not only did these issues decline less 
than the average for the entire mar- 
ket but most of them made a better 
showing than their particular indus- 
trial group. In each instance favor- 
able factors are present which in a 
large measure may be credited with 
supplying an important factor of 
resistance. If on the one hand the 
performance of these issues serves to 
emphasize the highly selective char- 
acter of the market, it also supplies 
a logical basis for investment assur- 
ance. 

The various examples of issues 
noted herein which experienced a 
greater percentage of decline than 
either the market or their industrial 
group could also be appreciably en- 
larged. Among this group are to be 
found those issues which should ap- 
peal more strongly to the bargain- 
hunting speculator, on the assump- 


tion that of these issues those which 
give clearly defined evidence of hav- 
ing been over-sold will be subject 
to profitable market readjustment 
under more stable conditions. To 
introduce a note of caution, how- 
ever, the mere fact that an issue has 
suffered a drastic decline is not in 
itself sufficient basis to support a 
speculative commitment, unless it is 
further supported by rather definite 
evidence of favorable industrial and 
earnings prospects. 
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a share for the corresponding pre- 
vious period. 

Despite the lower earnings shown 
for 1936, the preference stock was 
still very strongly protected and the 
showing for the first six months of 
1937 has been reassuring in a num- 
ber of respects. Taken in conjunc- 
tion with the interruption in the 
upward surge of commodity prices, 
it would seem that the tendency for 
profit margins to narrow had been 
reversed. Moreover, it is to be re- 
membered that the company has 
had certain special adverse factors 
with which to contend: the Robin- 
son-Patman Act, passed in June, last 
year, forced a revamping of selling 
policies and, more specifically, larger 
discounts to small dealers. Then, 
this year the CIO got into Hershey 
and caused the usual trouble—one 
will remember how the farmers 
from whom the company bought 
milk forcibly ejected would-be sit- 
downers. 

The capitalization of the Hershey 
Chocolate Corp. consists of 271,351 
shares of no-par preference stock, 
junior to which there are 728,649 
shares of common stock, also of no- 
par value. There is no funded debt, 
although the balance sheet as of the 
end of last June showed an item of 
$7,200,000 in notes and loans pay- 
able. Between the end of June, 
1935, and the end of June, 1936, in- 
ventories jumped more than $8,000,- 
000 and this is the main cause of 
the borrowings. The greater part 
of this inventory increase (some 
$5,000,000) took place in the first 
six months of the present year. Dur- 
ing this time, the price of sugar de- 
clined sharply and the price of cocoa 
broke wide open. Hence, it may be 


assumed that Hershey bought on a 
scale down and today is holding 
large stocks of sugar and cocoa 
which have been accumulated at a 
fairly satisfactory average price. As 
the abnormally large stocks are per- 
mitted to run off, the borrowings 
will be taken care of automatically. 

The preference stock is a cumu- 
lative, convertible, participating 
issue. Dividends of $4 a share an- 
nually are cumulative, while the 
preference may be converted into 
one share of common stock at any 
time. The participating feature lies 
in the provision that an extra divi- 
dend of $1 a share shall be declared 
on the preference stock before any- 
thing is paid on the common in any 
one year. Thus, with substantial 
dividends being paid on the com- 
mon, for all intents and purposes the 
preference at the present time is a 
$5 stock: selling below $100 a 
share the yield is more than 5 
per cent on the money invested. 
Giving consideration to the high 
caliber of the issue and the inherent 
stability of the company’s business, 
this return must be considered a 
liberal one during the current era 
of extremely low money rates. 





Candidates for Extra Year- 
End Dividends 
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far this year as was paid in the 
whole of 1936 in our opinion will 
double the nine months’ dividend 
before the year-end. A substantial 
extra is anticipated also from Ken- 
necott, National Lead and from St. 
Joseph Lead. International Nickel, 
among the most interesting of the 
metal companies, is of course a 
Canadian enterprise and therefore 
out of the jurisdiction of the Ameri- 
can tax law on undistributed profits. 

It will be interesting to see what 
dividend action is taken by the man- 
agement of J. I. Case before the year- 
end. So far Case stockholders have 
received nothing from 1937 earnings, 
but, with profits estimated at the 
equivalent of $14 a share on the 
common, it is apparent that they 
are in line for a substantial windfall: 
our expectation is that they will be 
given half the estimated earnings, 
or $7 a share. While this would 
mean a considerable payment on ac- 
count of the tax on undistributed 
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profits, there is a precedent among 
the agricultural equipment compa- 
nies for retaining a part of their 
earnings. Last year, International 
Harvester was among the exceptions 
when, despite cash or its equivalent 
of some $70,000,000 it thought fit to 
withhold $13,500,000 out of the earn- 
ings for the fiscal period to October, 
1936, and paid an_ undistributed 
profits tax of $2,000,000. 

The agricultural equipment com- 
panies really need to retain a mate- 
rial proportion of their earnings: 
their business has expanded greatly 
and they are being obliged to carry 
huge sums in receivables. The out- 
look is for their continued prosper- 
ity, which must be financed in part, 
at least, by the stockholders them- 
selves. This would indicate some- 
what lower dividends than might 
otherwise be expected. 

There are reasons for believing 
that more companies will follow the 
example of the agricultural equip- 
ments and that, relative to earnings, 
special dividends will be somewhat 
less heavy this year than last. In 
the first place there is the present 
state of the security markets. Al- 
though there is every likelihood of 
a substantial rally in stocks and 
bonds from present levels, evidence 
is accumulating that one can hardly 
expect a bull market this fall similar 
to the one which carried through the 
end of 1936. If this proves to be 
the case, companies will hesitate to 
pay out most of their profits, lest the 
cost of reimbursing the treasury by 
the sale of additional securities be 
excessive. Nevertheless, there will 
be plenty of extras paid by compa- 
nies in both favorable and unfavor- 
able positions: stockholders should 
make sure that only the former have 
a place in their portfolios. 
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Ended 
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government which for more than 
four years has pursued contradictory 
and confusing policies, through most 
of which has run a hostility to the 
business and financial community. 
With one hand the New Deal has 
inflated—with the other it has end- 
lessly deflated, regulated, repressed. 
The result has been a cumulative 
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lowering of confidence and increase 
of uncertainty. The effect of this 
was somewhat disguised as long as 
the economic trend was upward. 
The moment it turns downward, as 
at present, the full impact of the 
widespread lack of business and 
financial confidence is felt. 

The frightening truth sinks home 
that the Roosevelt Administration 
is determined not to surrender the 
powers assumed under the pressure 
of emergency but, on the contrary, 
is determined to press on perma- 
nently along the road to “Govern- 
ment-plan-everything.” The political 
planners tell us whether commodi- 
ties are too high or too low; whether 
we are producing too much or too 
little of durable goods; how much 
credit the banks may extend. They 
frown on “immoderate” profits, 
without defining what constitutes 
moderation. They announce they 
are going to re-route the national 
income for the benefit of the “under- 
privileged,” using the tax weapon 
and endless legislation to that end. 
They change the tax laws about once 
a year; and most policies, including 
tle monetary one, remain on “a 24- 
hour basis.” They are frankly on 


the side of labor and closed-shop 
unionization. They are bent on 
compulsory regulation of wages and 
hours of work. They continue to 
strive for a “Leftist” interpretation 
of the Constitution—in whatever 
manner it is politically feasible to 
bring that about—with the general 
objective of increasing and tighten- 
ing the Government’s control over 
the economic-financial organization 
from top to bottom. 

What is missing from the picture 
that was present in our last period 
of prosperity? We don’t need to 
tell you! The confidence and initia- 
tive of capital remain sunk in deep 
depression. The risks that a wealthy 
capitalist must face in investment of 
large sums in new enterprise are 
greater than ever before—because of 
Government policies—and the re- 
wards for success are smaller than 
before, because of increased taxation. 
As a result, the new capital market 
is stagnant and many of the biggest 
investors take refuge in tax-exempt 
bonds. As a result, $18,000,000,000 
of “pump-priming” finds us now 
needing more shots in the arm— 
unless the New Deal is willing—and 
it is not—to change its entire cen- 
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BI oo choos occcteen ds di:08y.008 5614 58% 
Bank of Manhattan (1.50).......... 2635/4 281% 
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cept of what constitutes a workable 
and prosperity-producing relation- 
ship between government and busi- 
ness. We are in the fifth year of this 
sort of thing—and no intelligent, 
non-partisan observer can say confi- 
dently that we are one whit nearer 
the goal of enduring stability in busi- 
ness, profits, prices, purchasing 
power. 

Yes, the strictly economic factors 
are favorable and the potentialities 
are great—but the scope and dura- 
tion of the recessionary tendencies 
now apparent as well as the prog- 
ress that can be made in indefinitely 
extending the underlying expansion 
cycle depend overwhelmingly on 
wise and sound political statesman- 
ship at Washington in coming 
months. There must be an end to 
the foolish policy of kiting the costs 
of making and selling goods—a ten- 
dency which this year, at least, has 
far outrun increased labor efficiency. 
There must be an end to Federal 
deficits. There must be an end to 
the incessant attack on business 
profits and motives. 

Several changes in the political 
factor are possible, but none can be 
predicted. Mr. Roosevelt, whose 
guiding creed is political expediency, 
may find it expedient to modify his 
philosophy sufficiently to repair 
some of the damage already done to 
business and financial confidence. 
We would not bet much on this. 
He might, on the other hand, at- 
tempt a still more vigorous inflation 
which, in the absence of the needed 
confidence-inflation, might kick us 
upward in a still more speculative 
recovery. On this possibility also 
we would not bet. Finally, it is pos- 
sible that an important change in 
the political factor may come about 
not from the volition of the Presi- 
dent at all, but from the attitude of 
Congress. There is even some 
ground for believing this is a proba- 
bility. The popularity of every Ad- 
ministration is conditioned by the 
economic status of the voters. 

If, as is likely, we are in for an 
indeterminate business reaction com- 
parable to that of 1923-1924, there 
will be inevitable political reper- 
cussions unfavorable to Mr. Roose- 
velt. Whether they will prove de- 
cisive is beyond reasoned forecast 
from this distance. They are likely, 
however, to stiffen legislative op- 
position to White House dictation. 
Such a result—plus more reflationary 


credit moves and the corrective eco- 
nomic adjustments brought about 
in the present recession—should be 
enough to get the recovery ball roll- 
ing again. 
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higher in September than a year ago. 
On the constructive side of the oil 
picture, the most prominent factor 
is the substantial improvement in 
earnings evident under the condi- 
tions prevailing in the industry so 
far this year. Dividend payments 
have been held to a conservative 
basis generally and there are a num- 
ber of oil issues that are logical 
candidates for extra distributions be- 
fore the end of the year and may 
attract attention to the group on this 
score. However, dividend prospects 
of oil stocks should be judged in the 
light of the special accounting prac- 
tices which are open to the extractive 
industries on account of depletion 
of reserves and which reduce tax lia- 
bility under present laws. The neces- 
sity for paying higher dividends to 
avoid taxes on undistributed taxes 
is not as marked, in reality, as it 
would appear from the earnings fig- 
ures reported to stockholders. 
Another factor on the constructive 
side of the market outlook for oil 
shares is the relative immunity of 
the industry from any temporary 
general business set-back, or from 
any general outcropping of labor dis- 
turbances. The consumption of pe- 
troleum products held up relatively 
well during the depression and the 
number of new car sales and oil 
burner installations during the past 
five years assures well sustained con- 
sumption levels even in the event 
of temporary slackening in the gen- 
eral pace of business activity this 
winter. Although these are admit- 
tedly negative considerations, they 
would probably affect the oils more 
than the market as a whole during 
phases of the stock market other 
than periods of general buoyancy. 
Since, even the less favorable as- 
pects of the present oil outlook do 
not hold implications of any serious 
disruption of the existing profit 
margins or earning power, as spread 
out over a reasonable period of time, 
one might advise, with considerable 


confidence, the retention of strictly 
investment holdings in this group. 
For this purpose, the shares of well 
integrated companies appear to be 
the best suited. The producing com- 
panies are to be found among the 
smaller units of the industry and, 
with a few individual exceptions, do 
not qualify for investment use. The 
strictly refining and _ distributing 
companies, on the other hand, would 
be more vulnerable to price cutting 
in the retail field in the event that 
larger than seasonal accumulation 
of finished gasoline stocks should 
materialize this winter. Issues such 
as Standard Oil of New Jersey, 
Texas Corporation, Continental Oil, 
Phillips, Socony Vacuum, and 
Standard Oil of California are the 
types of oil stocks favored for in- 
vestment purposes at this time. 

It will be noted that four of the 
six investment selections presented 
for investment purposes have for- 
eign interests of varying importance. 
The question might be raised 
whether war threats and general 
international uncertainties do not 
niitigate against American corpora- 
tions with interests abroad. As far 
as oil companies are concerned, this 
is not believed to be the case. Hos- 
tilities in foreign countries and in- 
tensive military preparations by the 
leading powers have involved an un- 
known but substantial volume of 
motor fuel and other petroleum 
products, both in actual consump- 
tion and in storage for national de- 
fense purposes. To some extent (the 
degree of which also cannot be cal- 
culated) this factor of military con- 
sumption abroad has contributed to 
a firm price structure for petroleum 
products in world and domestic mar- 
kets. The probability of well sus- 
tained foreign consumption for both 
industrial and military purposes at 
least over the next six months is 
regarded as a point in favor of com- 
panies with production and outlets 
abroad. In the event of a less favor- 
able trend of events in the domes- 
tic field, the relative importance of 
this factor would be increased. In 
any event, it is believed to fully 
offset the possibility of property 
damage in the Orient where these 
four companies all have indirectly 
controlled facilities for the storage 
and distribution of their products. 

From the speculative standpoint, 
the uncertainties in the trade out- 
look as discussed above, appear 
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likely to restrict appreciation possi- 
bilities over an intermediate term, 
unless there is some significant clari- 
fication of these uncertainties in the 
meantime. This opinion does not 
purport to carry any implication of 
a general stock market opinion, but 
rather a selective view of the specu- 
lative possibilities of the oil stocks 
in relation with other industrial se- 
lections. As a matter of fact, the oil 
group proved to be almost as vul- 
nerable as average in the general 
market recession and there is no 
reason to question the ability of the 
oil stocks to fully participate in the 
initial stages of the next recovery 
phase. Under existing conditions, 
however, we would not favor carry- 
ing speculative commitments in the 
oils beyond the initial stages of the 
next recovery movement. 
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chasing power of this year’s farm 
income (1937) with the purchasing 
power of income during the years 
1924-1929, it is only fair to say that 
in the 1920’s the farmers as a group 
were not relatively prosperous. Farm 
land values were declining during 
most of that period, the mortgage 
debt was burdensome, taxes were 
high, and prices of farm products 
were low relative to prices of most 
other commodities. 

“Tn comparing 1937 income with 
pre-depression income, it should also 
be borne in mind that there are 
more people on farms now than in 
the ’20’s, so that this year’s income 
must be spread over a larger popu- 
lation.” 

Through reforms in the taxation 
structure—new gift and estate lev- 
ies, the undistributed surplus tax, 
higher surtaxes, etc.—the corpora- 
tions and wealthy individuals are 
paying more toward government 
upkeep, but the theory that this 
contributes to real redistribution 
rests upon a fallacy which most 
sensible New Dealers acknowledge. 
The money thus distributed does not 
flow into a vacuum, a government 
vault, and there remain frozen. It 
is again distributed in various forms, 
and it tends to flow back to those 
individuals and corporations who 
first produced it—for goods which 
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they have created or for services 
they have rendered. 

The new Roosevelt taxes have 
made for a greater fluidity of money 
and a faster velocity 
admittedly tapped the pockets and 
portfolios of the people better able 
to pay—but they furnish no assur- 
ance that the money thus extracted 
from upper bracketeers will rest 
and remain within reach or posses- 
sion of the subsidized masses. Even 
Assistant Secretary of the Treasury 
Herman C. Oliphant, sponsor of the 
law designed to spigot out the sav- 
ings of corporations—the undistrib- 
uted surplus tax—admits that it has 
produced no fundamental change in 
capital’s last resting place. Under 
New Deal economy, when the gov- 
ernment is spending annually more 
than it collects, any system of taxa 
tion acts like a traffic cop: It simpl; 
keeps money moving! 

There is another major considera 
tion which escapes most people 
Presumably the $18,000,000,000 of 
borrowings will not be liquidated 
by the government for some years— 
perhaps not until the next genera- 
tion. Now, suppose that in the 
meanwhile increasing business or 








advent of an Administration with 
an entirely different philosophy of 
taxation shifts the tax burden to 
the middle and lower classes, or that 
some future Chief Executive is 
forced to adopt a national sales tax. 
Then is it not within possibility that 
the folks least able to pay will 
finance the New Deal’s night out? 
And under such circumstances — 
not entirely remote — what sort of 
redistribution of wealth will that 
amount to? 

The Social Security Act has been 
hailed as a means to the noble end 
of divvying up the spoils, and so it 
may be in its long-time implications. 
But when only about 4,000,000 


people earn enough to make tax re- 
ms tn hanm v peers. and only about 


ber eligible £ to pei a sum eer 
enough for mere subsistence will to- 
tal only half the population of New 
York City and its environs. 
Meanwhile, over a period of 10 or 
20 or 30 years employers, whether 
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Alum. Co. of Amer.......... 177g 9734 112 
Amer. Cyanamid B (.60)...... 37 2514. 28% 
Amer. Gas & Elec. (1.40)..... 48%, 25 28%, 
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CNET COND 6 oc6 si isdscnsses 6744 30 43 
ROE IR cic dcicseesaes 53% 21% 2% 
Cities Service Pfd............ 60 21 28%, 
Colum. Oil & Gas........... 10% 5 552 
Commonwealth Edison (1.25).. 33 2544 28% 
Comet, COBBO. 65 56s cicecess 115% 5%, 6% 
Consol. Gas Balt. (3.60). ..... 891, 64 69 
Creole Petroleum ({.50)...... 383%, 23 27%, 
Eagle Picher Lead ({.30)...... 27% 12% 13% 
Elec. Bond & Share.......... 281, 111%, 12% 
Elec. Bond & Share Pfd. (6)... 87% 59 64 
Ex-Cell-O Corp. (.60)....... 27% 11% 12% 
Glen Alden Coal (4.25)...... 15 73 Bi, 
Gulf Oil of Pa. ($.75)........ 63% 424%, 45% 
Hecla Mining (}.70)......... 254, 11% 12 
Hudson Bay M. & S. (1.75)... 42 22 24%, 
Humble Oil ({1.3714)....... 87 67% 71014 
Imperial Oil (*.50)........... 24% 181%, 19% 
lron Fireman (1.20).......... 27144 17%, 17% 


1937 
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——————~ Recent 
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Jones & Laughlin............ 126%, 47 57%, 
Lake Shore Mines (*4)....... 59%, 46 50 
Lockhead Air..............- 161%, 8% 10 
Molybdenum............... 1134 6 73 
National Bellas Hess......... 3% 1% 1% 
Newmont Mining ({2.25)..... 135%, 74 77 
Niagara Hudson Power....... 16% 9% 10% 


Niles-Bement-Pond ({1.50).... 62 40 45 
No. Am. Rayon "A" (72.00). 51144 32 35%, 


Pan-Amer. Airways (1.25).... 26% 21% 2614 
oA Ee 9% 5 5% 
Pennroad Corp. (1.25)........ 5% 3 3 
Pepperel Mfg. (*6).......... 151 844%, 85 
Pitts. Pl. Glass ({5.50)........ 147144 105 110 
SE) Raals Pasar. 4 ce 00s v0 11% 4 5% 
Sherwin-Williams (*4)........ 154%, 102 106 
South Penn Oil (*1.50)....... 56 41 421% 
Technicolor (¢.50)........... 34 18% 25% 
United Gas Corp............. 13%2 542 6% 
United Lt. & Pw. "A"........ 1134 31% 4% 
United Lt, & Pwr. Pf.......... 75% 28%, 31 
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* Not including extras. 
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individuals or corporations, will ab- 
sorb their contributions in the form 
of higher prices for their products. 
The ultimate beneficiary will pay 
through the period of his working 
lifetime for the pittance he will even- 
tually receive when he walks out of 
the shop or store for the last time. 
Whether he will get enough in So- 
cial Security benefits to counterbal- 
ance a generation of increased living 
costs for himself and his family is 
a problem for the insurance actu- 
aries, not for philosophic praters 
about redistribution of wealth. They 
don’t know the answer. 

Mr. Roosevelt is supposed to have 
some new taxation wrinkles up his 
sleeve for the next session of Con- 
gress, including lowering of exemp- 
tions so as to hook the “little fel- 
lows” and possibly a graduated tax 
on corporation incomes. But unless 
he can devise a new use for money, 
and change human habits, the gov- 
ernment will continue to take in 
taxes, put them out and pay them 
back in one form or another to the 
original contributors. So far redis- 
tribution of wealth has been only a 
game of put-and-take. 

Even assuming that there has 
been a start toward a more balanced 
distribution of material possessions, 
it is questionable whether major 
credit can be justly attributed to the 
government. It is exactly eight years 
since the depression struck, and 
natural, economic forces have been 
recuperating and operating — here 
and a»road — without the ballyhoo 
which accompanies enactment of po- 
litical measures. Nor can it be for- 
gotten (though no politico ever 
mentions it) that from 1930 to 1934 
business and industry matched Mr. 
Roosevelt’s generosity by spending 
$18,000,000,000 of accumulated sav- 
ings in maintaining employment, 
renovating plants and conducting 
laboratory studies. The only differ- 
ence was that they spent their own 
money. 





Happening in Washington 
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New farm plan announced by AAA 
for 1938 crops will reduce acreage 
only slightly. Is designed to curb 
excess production but may not suc- 
ceed and there is still much talk of 
compulsory crop control. Plan is en- 


tirely voluntary, supported by di- 
rect subsidy. To look better, as well 
as to improve administration, plan 
uses production goals instead of 
quotas, bases payments on produc- 
tion instead of destruction, but ef- 
fect (and cost) will be about the 
same. Instead of being paid for not 
producing, farmers will be paid for 
producing only so much. Each 
farmer will have a “goal” for major 
“soil depleting” crops; be subsidized 
so much per unit produced up to 
this goal regardless of market price; 
be docked heavily if he over-pro- 
duces or if he fails to comply with 
specified “soil conserving” and land 
diversion practices. 


Stable crop prices to benefit both 
farmers and consumers is objective 
of the new plan. It is more flexible 
than old plan and while farmer has 
less discretion he will know more 
definitely how to comply and what 
he will get for compliance. More 
general compliance is expected, and 
if so plan should have much effect 
in relating production to consump- 
tion; but there is always possibility 
that considerable group of farmers 
will prefer to ignore benefit pay- 
ments and plant heavily. 


Parity prices, the depression slogan 
of farm organizations, is giving way 
to the objective of parity income, 
meaning the government will aim 
to give agriculture the same share 
of the national income it had a gen- 
eration ago. As this could be 
achieved by large crops at low prices 
it is better for consumers and has 
greater flexibility, but involves risk 
of preventing normal shifts of capi- 
tal and population between agricul- 
ture and industry. 





As I See It! 
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financial position which had to be 
liquidated. 

London sentiment had been ex- 
tremely bullish up to April of this 
year. But, when President Roose- 
velt altered his former announce- 
ment of higher prices and spoke 
critically of the too rapid rise in 
commodities, the bubble burst. The 
ensuing decline in commodities was 
soon followed by rumors of a lower 
gold price, and down plunged 


South African gold shares. Since 
most of this business is handled in 
Johannesburg by branches of Lon- 
don firms—and when it is realized 
that instead of a fortnightly there 
is a sixty-day settlement between 
London and Johannesburg, the pos- 
sibilities for speculation and the re- 
percussions of the break are appar- 
ent. 

With resulting likelihood of de- 
faults among the brokers—with the 
jobbers unable to stand the strain— 
the London banks and banking in- 
terests were forced to come to the 
rescue of the financial firms. Liquida- 
tion began—moderately at first— 
but in July the necessitous selling 
made itself felt in real earnest, gath- 
ering momentum as it went and 
attracting selling in this country by 
the wide price spreads and the ease 
of decline in the thin American 
markets. 

However, while the London mar- 
ket had been extending itself, in- 
vestors of large means had _ been 
taking to the sidelines to await bet- 
ter prices; and today it is their buy- 
ing that is bringing stability to the 
price trend just as an increasing 
number of investors in this country 
are recognizing the opportunity that 
exists in buying some of our sound- 
est investment securities at yields 
which they will not see again for 
many a moon. 

Our experience of recent months 
serves to emphasize the important 
bearing which foreign markets and 
foreign interests may have on the 
price course of our domestic issues. 
So long as our economy is the 
strongest in the world, and political 
uncertainty abroad continues to 
alarm the citizens of other countries, 
funds will continue to flow here. 
“Hot money” will remain a serious 
problem unless our Government 
establishes regulatory measures to 
control it. 





New Technical Factors in 
Today's Markets 





(Continued from page 775) 


There is a polite form of co-opera- 
tion, but each body apparently har- 
bors some antagonism toward the 
other. Fault can be found with 
each. The Exchanges have been 
slow to adjust themselves to the 
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new conditions. The S. E. C. has 
been somewhat overzealous in its in- 
vestigations, with more harm done 
by the implications of its action 
than by any revelations or punitive 
actions themselves. 

Now what can the investor and 
trader do about the wide spreads 
in stocks? It must first be recog- 
nized that thin markets are here and 
that no magic button can be pushed 
which will suddenly bring back the 
highly, and perhaps overly, liquid 
markets of yesteryear. Economic 
and social conditions throughout the 
world are such that capital is wary 
and quick to fly from pillar to post. 


Investors and traders must change 
their methods in order to cope with 
the new conditions. In this con- 
nection the following points are car- 
dinal: 

Pay more attention to the state 
of the world’s nerves. If London 
becomes frightened it can affect 
New York much more severely than 
back in the days of heavy volume 
and broad markets. 

Buy a stock which seems under- 
priced and behind the market, but 
do not reach for it if the general 
trend is downward. Even the best 
issues drop, and drop sharply, when 
confidence is shaken. 


Place a limit on orders in stocks 
which are relatively inactive. In 
other words buy or sell at a price. 

Expect wider swings when using 
stop-loss orders. 

Trade conservatively. Figure val- 
ues on bid prices. 

When sales seem advisable, be 
ruthless. Do not hold an issue in- 
definitely merely because it is dif- 
ficult to sell. Prefer to hold those 
which are easy to sell. 

Avoid crowd psychology, but do 
not under-estimate its power. 

Allow the market more time to 
react to either good or bad news 
than heretofore. 
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